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PREFACE V 

The motivation for the selection of this thesis topic 
is professionally oriented. As a career Marine officer, 
nearing his twentieth year of service, the author finds himself 
somewhat parochial in his fields of interest; hence "che Depart- 
ment of Defense Project PRIME, a recently implemented innova- • 
tion to the Department of Defense planning, programming, and i 
budgeting system, has been chosen as a topic . 

I 

As a corollary consideration in the selection of this ! 
research topic, the author must also address the immediate 
personal aspects of his choice. Having been unofficially 'j 

informed that his next tour of duty will be, in all likelihood, ' 

j 

in a comptroller position within a Marine Corps Division now 

j 

located in Vietnam, the author, hopefully, would achieve not 

i' 

only the primary goal of meeting the thesis requirement for the . 

i 

Degree of Master of Business Administration from the George i 
Washington University, but, at the same time, acquire informa- 
tion which would be of considerable value in a comptroller duty 
assignment. 

The author of this thesis is deeply grateful to a host 
of Department of Defense and service officials who took time 
from busy schedules to grant interviews and respond to the 
author's queries, provide reference material, and present their 
views in a most candid and straightforward manner. Particularly 



ii 



notevjorthy in this regard are: Mr. Thomas S.“ Johnson, Special 

Assistant to the Assistant Secretary of Defense (Comptroller); 
Mr. Laurence E. Olevjine, Director of Financial Management and 
Education, also from the Office of the Assistant Secretary of 
Defense (Comptroller); Mr. Keene Peterson, an Operations 
Analyst X'jithin the Directorate of Utilization and Management 
Techniques, Office of the Assistant Secretary of Defense 
(Manpov.’er and Reserve Affairs); Lieutenant Colonel John A. 
Cottom, USMC, Assistant Head of the Operations and Maintenance 
Section, Budget Branch, Fiscal Division, Headquarters, USMC; 
and Lieutenant Colonel Heman J. Redfield, III, USMC, Head, 
Management Analysis and Review Section, also vjithin the Fiscal 
Division at Headquarters , Marine Corps . 

V/hile the author is indeed grateful to the aforemen- 
tioned persons, he must absolve them from any responsibility 
that might be considered controversial remarks and conclusions. 
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CHAPTER 1 



INTRODUCTION 



Since 1961, and the appointment of Mr. Robert S. 
McNamara as Secretai^y of Defense, there have been many and 
significant changes in management concepts and control tech- 
niques v^ithin the Department of Defense. To a large extent 
these evolutionary developments have been prompted by 
necessity; i.e., the escalating cost of national defense as 
emphasized by national involvement in the recent Korean VJar 
(1950-1953); the Lebanon Crisis (1958); the Cuban Crisis 
(1962); the Dominican Republic Crisis (1965), and, currently, 
the Vietnam V/ar (1965“'?). Of course, the dynamic nature of 
defense functions Is a major contributory factor, particularly 
the rapid and profuse development of vjeapons technology and 
systems, and the extraordinary cost of these systems. Most 
of these management innovations have been pointed toward 
improvement of the planning, programming, budgeting, accoiint- 
ing, and decision-making techniques utilized by the Department 
of Defense.! 

Perhaps the most significant of these recent changes is 
a program entitled Project PRIJ4E. This thesis, in succeeding 

lindustrial College of the A.rmed Forces Monograph, 
. Defense Resource Management Systems : Project PRIME 

Washington, D.C.; Goverrjnent Printing Office, 1967), p. 1. 
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chapters, will provide the reader with a close look at Project 
PHII'S: its relation to the Marine Corps Comptroller, an 

evaluation of his functions, and, finally progress and expec- 
tations . In order to accomplish the task, emphasis vjill be 
placed on providing ansvjers to the following questions : 

(1) VJhat is Project PRIME? 

(2) VIhat is PRIME'S effect on the Marine Corps 
Comptroller’s function? 

(3) ^^/hat is PRIME’S effect on the Marine Corps 
financial control system? 

( 4 ) \^at advantages (or disadvantages), if any, 
will accrue to the commander as a result of PRLME? 

If answers to these questions can be determined, then 
the basic research question: "VJhat is the impact of PRIME on 

the Marins Corps Comptroller and on financial management within 
the Marine Corps"? will also be satisfied. 

Principal attention will be focused on a conceptual 
approach to Project PRIMS, as PRIME was recently initiated 
(July 1 , 1968) and, therefore, has not generated sufficiently 
reliable data or experience for illustrative purposes.! 

Although nearly nine months have elapsed since its inception, 
the reader should realize that with any major overhaul of 
existing systems-, or the initiation of new ones, there are 
obstacles which must be overcome; e.g., the procurement of 

iLieutenant Colonel John A. Cottom, interview with the 
Assistant Head, Operations and Maintenance Section, Budget 
Branch, Fiscal Division, Headquarters,' U.S. Marine Corps, 
Washington, D.C., December 19 o 8 . 
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additional funds and personnel to implement the nev; system 
as vuell as the reorientation of present personnel in the 
concepts and requirements of the nevj system. Of course, there 
is the inherent "operational lag, " or that gap from the begin- 
ning of a policy change to the attainment of the desired 
results.! To put it another way, the ultimate success or 
failure of Project PRIME is contingent upon acceptance at all 
levels v?ithin applicable Department of Defense components. 

The users and reviewers must be convinced that PRIT'lE provides 
Improvement over existing systems at a reasonable cost.^ 

Px*oject PRIME is an acronym for PRIo rlty fenagement 
Effort and is a system designed by the Department of Defense 
for internal Departmental use. As a consequence, traditional 
reference material and publications (textbooks, private - 
commercial reviexvs, periodicals, and vjritings by learned 
authors) outside of the Department of Defense are scarce; 
hovjever, many of the principles espoused by the advocates of 
PRIME are contained in standard textbooks . This will be 
evidenced by footnote as the thesis develops. 

To keep this treatise in proper perspective, hovjever, 
research material and references, of necessity, must be draxun 

^David J. Ott and Attiat P. Ott, Federal Budget Policy 
(VJashington, D.C.: The Brookings Institution, 19^5 )V P« 71. 

^Murray L. V.-eidenbaum, "Program Budgeting" — Applying 
Economic Analysis to Governr.ient Expenditure Decisions, in 
Planning, Programming, and B ud geting: A Systems Approach to 

Ma nagement , ed. by Fremont J"T~Lyden and Ernest G. Miller 
XCnicago; Marltham Publishing Co., 1967 ), p. 171* 
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mainly from the Department of Defense and Headquarters , Marine 
Corps j and vjill include reliance on primary sources of infor- 
mation, such as personal interviews with knov;ledseable Defense 
anu Marine Corps officials, and directives internal to the 
Department of Defense and the Marine Corps. In this regard, 
the author found the quantity of material available on Project 
PHIMS to be vororainous, conceptual, and, in some cases, 
repetitious; hence the author has prepared this thesis in the 
forra of a "literature survey" to cull out the extraneous and 
get to the essence. The citation of action cases and survey 
reports, however, are meant to be indicative of findings, rather 
than exhaustive, due to limited experience with this new pro- 
gram . 

The study will trace a path, commencing in Chapter II 
with a history of Project PRIME, which will show Project PRII/IE's 
effect on existing systems for programming, budgeting, and 
managemient accoiinting. This chapter vjill also describe the 
substance of PRIME, i.e., the new accounting system; Chapter 
III vjill transplant PRIIiS to the environment of the Marine 
Corps Comptroller and his functions, including funding sources, 
budgeting and accounting techniques, and military personnel 
costing. Chapter IV v;ill (l) summarize Congressional reaction, 
(2) outline the Navy and I4arlne Corps position, (3) highlight 
the current status of PRIME as seen through the Department of 
Defense on-site surveys, and (4) relate some divergent viev;s 
on Project PRIME. Chapter V V 7 ill provide a siimmary and conclu- 
sions . 
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CHAPTER II 

PROJECT PRIME DEFINED 



Project PRIMS is not nev/ in concept. Mr. George V7. 
Bergquistj Deputy Assistant Secretary of Defense (Comptroller) j 
staued in 1966 v.’ith reference to Project PRIME: 

In a real sense, there is nothing new in management. 

The fundamentals of planning, communicating, motivating, 
measuring progress and all the rest are the same funda- 
mentals that Moses used on the desert. I'Jhat is nev and 
v;liat must he new is, of course, the mode of application 
of these principles, particulai-ly under the impact of 
new technology in communications and computers, . . 

A more applicable and current analogy would be to look 
as far back as 19^7, when the First Hoover Commission chartered 



to study the organization of the Executive Branch of the 
Government, postulated, et al : 

VJe recommend that the vjhole budgeting concept should 
be refashioned by the adoption of a budget based on func- 
tions, activities, and projects: this we designate a 

"performance budget, "2 

This particular recommendation was accepted that same 
year by Congress who followed closely by amending the National 



^George V/. Bergquist, Deputy Assistant Secretary of 
Defense (Comptroller), " Better Ways of Doing Business I n the 

Dapar tme nt of Defense ." Address to the 19do Graduating Class 

of the Army Comptrollershlp School, Syracuse University, 
Syracuse, Nevj York, on July 28, 1966. 

2commission on Organization of the Executive Branch of 
the Government, Budgeting and Accounting: A Report to the 

Congress (Washington, u.C,: (iovernment Printing Office, 19^9), 

p, 8. 
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oecarity Act of 19^7 j to read: 

To account for, and report, the cost of performance 
of readily identifiable functional programs and activities, 
yilth segregation of operating and capital programs budget 
estimates of the Department of Defense shall be prepared, 
presented, and justified, v;here practicable, and authorized , 
programs shall be administered, in such form and manner as 
the Secretary of Defense, subject to the authority and 
direction of the President, may prescribe.! 

Although there was some discussion by Congress of the 
hind of budget intended, it may properly bo Inferred that the 
thinking of both the Hoover Commission and the members of 
Congress Vvas shaped primarily by their concern for improving 
congressional review and for reducing the number and improving 
the presentation of the programs with which the appropriate 
committees must deal.^ In any case, this legislative enact- 
ment laid the groundwork for the establishment of "performance 
budgeting" throughout the Department of Defense. Concurrently, 
appropriation committees within the Congress redesigned the 
Department of Defense appropriation structure, reducing the 
niiraber of accounts from more than 100 into a structure of 
about forty accounts, which were grouped into five major 
functional categories: Personnel; Operations and Maintenance; 

Procurement; Research, Development, Test, and Evaluation; and 
r4ilitary Const ruction. 3 This categorization follows the First 

Il'Iational Security Act of 19^7 j U.S, Code, Vol. X, sec. 
2203, (19^“)7 ^ 

SJesse Burkhead, Government Budgeting (New York: John 

Hi ley 8: Sons, Inc., 1956), p. 135. 

Sindustrial College of the Armed Forces Monograph, 
Defense Resource Management Systems : Project PRL^IS , p. 2. 



Military Personnel 



Hoover Commission's recommendations, i.e., 
and Operations and Maintenance appropriations vjere considered 
operating programs; Procurement, Military Construction, and 
Research, Development, Test, and Evaluation appropriations vjere 
considered investment, or capital programs. This appropriation 

structure continues in effect today. ^ 

Six years later, in 1955> a Second Hoover Commission 

vjas, formed in compliance to Public Law 108, enacted by the 83rd 
Congress . The Commission favorably noted the improvements in 
the budgetary process as recommended by the First Hoover 
Commission and, specifically, the National Security Ace Amend- 
ments of 19^9 (PL 8I-216). However, in their examination of 
the Department of Defense, the Commission noted that a great 
deal of w’ork remained to be done. The Commission found that: 

In the Department of Defense, management control has 
been attempted in part through the control of funds under 
an overdetailed and cumbersome allotment structure . The 
control and accountability for appropriated funds is, of 
course, essential in order that the Department may comply 
viith the constitutional authority. However, this does not 
require an allotment system as detailed and meticulous as 
that which has been employed. The effect of attempting to 
control operations through such a system has been to place 
emphasis upon the ability of organizational units to expend 
not more than predetermined ceilings . The ability to live 
vjithin such ceilings is not a real gage of perform:ance . In 
fact, it puts a premium on the ability to expend all allot- 
ments since the allotments for one year are used as one 
indication of the amounts required for the succeeding year. 
VJe believe that appropriated funds should be controlled 
under a system whereby there would be only one allotm.ent to 
an organizational unit from each applicable appropriation. 

As a guide to judging performance, accounting systems should 
be developed within organizational units from which perform- 
ance in terms of cost can be obtained. Costs of . support 



^Executive Office of the President, Bureau of the 
Budget, The Budget in Brief, Fiscal Year I969 (Washington, 
D.C.: Government Printing Office, 1988)',’ p. 66. 
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activities in the Department of Defense have particular 
clinificance and to be valid must include, as they do not 
no"7, the costs of military personnel employed in them. 

Cost information together v/ith other performance yardsticks 
in terms of production or services rendered, should be used 
to measure performance.! 



To sum up, the present allotment system is a counter- 
part of the primitive cash system of control which \\’as 
ra3.ied upon in the early days of industry. At the turn of 
the century many businesses were managed through control 
of the checkbook. Hoviever, as industrial operations became 
more complex and managem.ent required more complete financial 
information, accounting techniques v;ere developed to meet 
•management needs. As a result industry depends today upon 
accrual accounting under idnich costs are ascertainable. 
Accounting in the Federal Government still is concerned 
mainly v;ith cash and has not kept pace vjith the needs of 
management, arising from the ever Increasing complexity in 
Government operations. ^ 

In closing its examination the Commission formulated 
a series of recommendations . Those considered particularly 
germane to this thesis are as follows: 

Recommendation No . 8 

That the executive budget continue to be based upon 
functions, activities, and projects but be redesignated as 
a "program budget . " The program budget should be supported 
by information of program costs and accomplishments and by 
a revievj of perfonnance by organizational units vjhere they 
do not coincide vjith program budget classifications. 

Recommendation No. 9 

That the agencies take further steps to synchronize 
their organization structures, budget program classifica- 
tions, and accovinting systems. 

Recommendation No. l4 



That for management purposes, cost-based operating 



iCoitimission on Organization of the Executive Branch 
of the Government, Task Force Report on Budp.;eting and Accounting 
(Washington, D.C.: Govsrment Printing Office, 1955^/ P- 



^ Ibid ., p. 71. 
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budgets be used to determine fund allocations vjithin the 
agencies, such budgets to be supplemented by periodic 
reports on performance » 

Recommendation No. 21 

That Government accounts be kept on the accrual basis 
to shov.g currently, completely, and clearly all resources 
and liabilities and the costs of operations. Furthermore, 
agency budgeting and financial reporting should be developed 
from such accrual accounting. 

Recommendation No, 24 

That in the Department of Defense the accounting 
procedures be revised to include military pay as an element 
of cost of support activities of an administrative or service 
nature . 1 

As vjith the First Hoover Commission, the Congress 
reacted favorably to a major portion of these recommendations. 

By amendment to the Budget and Accounting Procedures Act of 
1950, the essence, if not the verbatim language, of the Second 
Hoover Commission vjas enacted into public law in 1956. This 
:mmendment is quoted in part : 

Section 2 

(a) The head of each executive agency shall . . . 
uake vrhatever action that may be necessary to achieve , . . 
(li consistency in accounting and budget classifications, 

( 2 ) s^chronization betvreen accounting and budget classi- 
fications and organizational structure, and (3J support 
of the budget justifications by information on performance 
and program costs by organizational units , 

(c) As soon as practicable after August 1, 1956, 
the head of each executive agency shall, in accordance 
v.'ith principles and standards prescribed by the Comptroller 
General, cause the accounts of such agency to be maintained 
on an accrual basis to shovj the resources, liabilities, and 
costs of operations of such agency with a view to facilitat- 
ing the preparation of cost-based budgets. . . . 



l lbid ., pp. 3-6. 
2 ah Act to Improve 



ing Methods and Procedures , 

'(1956'). 



Government a. 1 ..Budge t I ng and 
UT3. 'Code', VoX. XXXl, sec. 
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It can be surrr.ioed from the rapidity vjith vjhich both 
the First and Second Hoover Commissions ' recommendations vjere 
enacted into lav; that Congress vjas extremely desirous for 
changes and improvement of financial management vjithin the 
Federal Government. A perusal of the several preceding pages 
of this thesis v/ould reveal that Congress, by its action, novj 
required that Federal agencies provide: 

• (i) Consistency and synchronisation betvjeen program- 

ming, budgeting, and accounting classifications by organiza- 
tional unit . 

(2) Cost-based program budgets segregating operating 
costs from investment costs . 

( 3 ) Accrual accounting. 

(^) A management reporting system that would measure 
actual organisation performance/progress as compared to 
planned performance/progress tovjard approved objectives . 

As a parallel and concurrent action to the Budgeting 
and Accounting Act of 1950, the Joint Financial Management 
Improvement Program, first conceived in 19^7^ could now drav? 
statutory authority from this legislation. This Program, under 
the joint leadership of the Comptroller General, the Secretary 
V- the Treasury, and the Director of the Bureau of the Budget, 
had three objectives: (l) to provide the agencies v;ith the 

tools to assist in improved planning, execution, and control 
of operations and thus- encourage better managem.ent in the 
Executive Branch, (2) to provide the Congress vJith more 
meaningful Information for use in acting on appropriations and 



\ 
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i 

( 



I 

I 



o'cl'iei'’ legislation, and (5) to enable the public to obtain a 
clearon picture of the financial condition and operations of 
the Federal Covernrcent 

Based on recorrjnendations of this "troika, " President 
iohnson released in Maj?", 1966, a memorandum to all agencies 
and departments vdaich provided renewed emphasis for the 
improvement o’f financial management vrithin the Pederal Govern- 
ment, The President expressed concern over the lagging 



progress in this area by stating: 

I have a strong and continuing interest in the 
devsD.opment of business-like financial systems throughout 
the Federal Government. , . . We must have financial 
s y s t ems vjhi c h : 



— provide the information our managers need for effective 
cost control — for waging the v?ar on waste, 

— develop cost consciousness in men and vjomen at every 
level of responsibility in every agency, 

— assure financial integrity in everything the Government 
does. 



--provide the types of fi 
the p lanning-pro gramming- 



nancial data needed to support 
budgeting system initiated . . . 



— enable the Government to apply the best and most efficient 
management and operating techniques. 

The legislative groundwork for this program vjas laid 
sixteen years ago. VJhlle much progress has been made much 
more is necessary if we are to discharge the responsibility 
placed upon us by the Budget' and Accoiinting Procedures Act 
of 1950 , Accordingly, I request the head of each executive 
department and agency to take imimediate action to: 

--Insure that the system of accounting and internal control 



IComptrollor General 
_P r inclnles and Standards for 
’iJTt: . : Government Printing Of 



of the United States, fl.c count in 
Federal Agencies (I'Jashington, 
flee, 1965 ) (revised 196?}, P* 2 
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In agency raeets managanent needs and conforms to the 
nrinciplaSj, standards;, and related requirements prescribed 
by the Comptroller General* 



— Assure that financial reports and cost data provide 
adequate support for the planning-programming-budgeting 
system. 

— See that the agency's managers are given the basic tools 
they need — responsibility centered cost -based operating 
budgets and financial reports — for setting and achieving 



maximum 






reaucticn goaus . 



, 0.1 v;ant every manager — the general manager and the 
financial manager alilce — to feel and respond to your personal 
demands for the use of highest quality, business- 
type financial Information systems . 



I v/ant every manager to think of his part of the 
total Government in terms of everj’-thing he owns, everything 
he ov?es and the full cost of doing every job in relation to 
the products resulting from these costs. I vjant him to 
thinlc of minimal costs and cost reduction as profit. . . 

The President’s memorandum was follovjed by the Secretary 
of Defense's memorandum to all the military departments, et al . 
This memorandum .aclcnov/ledged the Presidential memorandum, 
further amplified its intent, and set forth specific changes 
•chat soon I'jould be forthcoming in the financial managem^ent of 
all operating activities financed by the Military Personnel and 
Operations and Ifeintenance appropriations. These planned 
changes were stated as : 

(l) A now accounting structure is being designed vrith 
accounts arranged so that they xvill provide information In 
the form needed (a) fox* programming, (b) for budgeting, and 
(c) to assist management in operations. This v^ill permit 
the integration of the programming, budgeting, and manage- 
ment processes. 



lU.S. President Memorandum for the Heads of Departments 
and Agencies, dated May 24, 1966, pp. 1-2. 
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(2) Ihe focus will bo on outputs and on resources 



usvjd, that iSj on expenses 



This reoulres that the costs 



..'inariccd separately by the Military Personnel and Operations 
and i'-nincenanco appropriations be nerged for DOD management 
purposes, /into a single operating budget although the 
separata identity of these appropriations X'lill be main- 
tained so as to meet external requirements unless the 
Congress reauests that they be combined. 



( 3 ) -o the extent feasible, consumable items will be 
moved from the procurement appropriations to the operating 
appropriations, and capital items x-jill be moved from the 
operating aTjpropriaticns to the procurement appropriations . 
^-his purification pr“ocess v;ill permit a m.ore accurate 
reflection of actual operating expenses chargeable to the 
operations and maintenance appropriations_J7’ 

(4) Working capital funds or accounts vjill be used 
extensively to hold resources in suspense between the time 
and place of acquisition and the time and place of consump- 
Pion, /The extension of v?orking capital permits the charging 
of items paid from investment-type appropriations to be 
charged to operations and maintenance appropriations xv’hen 
issued_/7 

( 5 ) Management reports X'jill be structured in terms 
of organisational responsibility and will relate actual 
performance to planned performance and actual expenses to 
planned expenses. 1 

Subsequently, it vras further stated that the foregoing 
changes would be implemented on July 1, 1967 .^ 

The magnitude of these changes in programming, budget- 



ing, and acco'untingj coupled v?ith the short time element, i.e., 
slightly more than one year prior to planned implementation. 



prorspted the acronym and short-title Project PRIME, or PRIo rlty 
ia.nagement Effort. 3 



lU.S. Secretary of Defense Memorandum to the Military 
Departments, eu al ,, dated June 13, 1966, pp. 1-2. 



^ Ibid ., p. 2. 

3lndustria.l College of the Armed Forces, De fense 
Resource Management Systems : Project PRIME, p. 3 . 
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Int.j.o:rat:'-on of prop:ranmln.r;. br.dg;etln.n;, and accountin'^; 

As applied to the Department of Defense, the urgent 
need for improved financial management expressed in the 
Presidential memorandum v.'as not a new subject. In 19^!-9 
Wilfred J. hcWeii, the first Comptroller of the Department of 
Defense, had designed and commenced implementation of a 
"performance-type budget." In 1961 Mr. McNeil was succeeded 
by Mr, Charles J. Hitch as Assistant Secretary of Defense 
(Comptroller). Daring his tenure in that office (196I to ‘1965), 
Mr. Hitch continued the trend toward a performance -type budget 



with the development and implementation of the Five-Year Force 
Structure and Financial Plan (redesignated as the Five-Year 
Defense Program in 1965)^ although no comprehensive effort 
was made to relate these individual management systems to 
each other, i.e., programming to budgeting.^ Secretary of 
Defense McNamara, early in his tenure, noted: 

The effective management of approved programs also 
requires a reporting system that keeps top officials 
constantly informed of the progress being made in achieving 
established objectives — in both physical and financial 
terms on the basis of program entities and not merely in 
terms of bits and pieces of programs financed in various 
appropriation accounts. 2 

As recently as 1965;; Melvin Anshen, a noted au'chor 
on budgetary matters, commented on the Federal Budget in 



similar terms : 



llbid . 

2u.S. Department of Defense, Annual Report of the 
Se cretary of Defense, July 1, i960 to June 30, 19 p 1 
’(Wc-shington, ' D.'C. : Govornraent Printing Office, 1962), p. 27. 



i 



, . . It pi'^crscnts recl’istc (and consequent appropria- 
tions) in terms of direct objects of expenditure, such 



s 'oorsonnel or vchiclec 



Piarely can these objects 



of expendituroe be related in any meaningful vjay to 
.specific administrative programs, even v;hen these pro- 
grams fall vvithin the scope of a single executive depart- 



Programning in 1961 vjas in terms of m.ission-oriented 



combinations of men, material, and installations . For example, 
Prograra II (General Purpose Forces) and the Five-Year Defense 
Program, consisted of program elements, such as Navy Carrier 
Nings, Army Divisions, Marine Divisions, etc. On the other 
hand, budgeting and financial acco’onting for these organiza- 
tions remained structured ''n terms of object classes, e.g., 
military personnel, procurement of supplies/equipment, 
operations and maintenance, v7ithout regard to organizational 
entity or mission. To translate a program into a budget 
necessitated a laborious and inaccurate conversion process of 
fcuid require.ments of the functional entities and organizations 
’Within the Five-Year Defense Program to the input -oriented 
appropriation structure of the President's budget. ^ In 
short, neither the performance budget, nor the accounting 
system of the Defense Department, corresponded to the present 



iMelvin Anshen, "The Federal Budget as an Instrumient 
for Management and Analysis" in Program Budgeting: Program 

A nalysis and the Federal Government , ed. by David Noviclc 
fCambridge : Harvard University Press, 1965)> p- 13. 

2Lieutenant Commander Steven lazarus, USN, "Planning- 
Programraing-Eudgeting Systems and Project PRII-'lE, " in Planning , 

?'r-ogramming , Budgeting : A Systems Approach to Management, ed . 

oy Fremont J. Lyden ec "Ernest G. Killer (Chicago : Markham 

Publishing Company, 196? )> p* 3o3. 
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P- Gtructui’e . - Tho re.- alts of this gap vjcre tnrecfold: 

(l) The aathoir-lty for the use of resources did not 
al’-.^ays match the responsibility given to commanders for 
-viission accomplishment . To the extent this is so, the 
commander ''.ras inhibited in talcing the resource actions 
necessary to fulfill his mission responsibilities. 

(2} The accounting structure did not produce infor- 
n.ation on actual resources used in the categories /of the 
Five-Year Defense Progran 7 in v;hich planning decisions are 
made. Iherefore;, the accounting records did not provide 
inform;.. cion that can be used for determining idiether cost 
estimates had been relatively accurate^ and/or that they 
■can be used as a basis for future planning in the same 
terms . 

(3) Because the accounting system had not been 
structured In the terms 'used in planning, top managers 
found it difficult, and in some cases nearly impossible, 
to determine vchether- the decisions had been implemented 
in the 7?ay that X'jas intended. , , .2 

Upon the appointment of Dr. Robert N. Anthony in 19 ^ 5 ^ 
as Assistant Secretary of Defense (Comptroller), his inherited 
task \;as to mesh these functions so that the program, the 
budget, the accounting system, and the reporting systems v.’ould 
be comparable; i.e., to design a system that would lay the 
groundvjork for budget subAmission to the Congress in mission- 
oriented terms, provide an accounting system reconcilable to 
the appropriation structure, and have the capability for 
progress reporting against each program. 



lArthur Smithies, "Conceptual Framework for the Program 
Budget, " in ?rop;ram Budgeting: Program Ana?..ysis and the 

Ped :-‘ral Govei^nuient , p . . 

^Comptroller General of the United States, "Opin ion 
o r the Accounting Sy s tern for Operations Proposed f or Ir, .ol e - 
r.-;- ntatlon July 1 , 19 ^ 3 , in accordance v;ith Section o 40 o ) 
o~' the Department of Defense Appropriation Act, 19uS, A-\eport 
to the Congress •' ( Vvashingt on, D.C.: Government Printing Office, 

1900I, p. 8. 



j?o accoraplisli thia task, a "cominon denominator, " or 
fr„..-.e;:ork, had to be defined and established wherein all 
service or^sanizational units, fiuictions, and activities could 
be catesorised and identified by mission, l/’fnile such a frame- 
\;oiic already existed vrithin the Department of Defense, i.e., 
•che Five-Year Defense Program, it should be recalled that the 
programming structure ^;as designed and implemented during a 
six -month period in 1961.^ Although refinements had been 
applied since its inception, the magnitude of Project PRIMS 



nccossx oa 



ted a further overhaul of the Depart.ment of Defense 



programming system to include a reexamination and reevaluation 
of the existing Five-Year Defense Program. Hence, each program 
and program element was reviewed in light of three criteria: 

(1) V.'as it an operating tool for the Defense manager? 

(2) VJould it allow both broad aggregation of data 
and detailed presentation of data that v:ould be meaningful 
to different managers? 

{3) Would it allow' the application of a systematic 
means of measuring actual use of resources against planned 



and approved programs 



92 



Results of this review both redescribed and increased 
the nuraber of major programs vjithin the Five-Year Defense 
ram from nine to ten, as follovjs : 



a. 'O 



iGeorge W . Bergquist , _ " Better Ways of Doing Business 
ir the Department of Defense . " 

2u.S. Department of Defense Handbook 70^5 -TH, PYDP 
•: '•;ram Structure -Codes and Dafinltions (Washington, D.C.: 
’CTOvern.ment Printing Office, 19^7 PP. 1-2. 
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Progr3.ni I -- Strategic Forces 
Program II -- General Purpose Forces 
Prograra III -- Intelligence and Communications 
Program TJ -- Airlift and Sealift Forces 
Program V — Guard and Reserve Forces 
Program VI research and Development 
Program VII — General Supply and ?4aintenance 
Program VIII-- Training^ Medical^ and other General 
Personnel Activities 

Program — Administration and Associated 
Activities 

Program 0 -- Support of other Nations ^ 

The restructuring of basic programs permitted Defense 

uop managers to more clearly distinguish at the major program 
level: (a) those activities directly related to defense 

posture on which independent decisions could be made, and 
(b) those activities whose sise and resources were essentially 
dependent on the size and position of the independent activi- 
ties 

As a result of this restructuring. Programs n\mnber I 
‘chrougli VI, and 0 are now considered to be independent programs. 
Programs number VII, VIII, and IX are considered to be dependent 

I Ibid . 

Indus trial College of the Armed Forces, Defense 
..-^source Management Systems: Project PRIME , p . l8 . 
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J. wJ * 

A parc,lisi effor':. Vc.<.z also made to reexamiiie and 
rcv_exinc the individual prosr-arn elements vjithin the major 
•programs. Tho prograrr: element had to be related to 'anits or 
organisations a'nd specifically to that level where one person, 
a commander or manager, is identifiable as responsible within 
each 'program element. Ee.ch program element could then describe 
a program and serve as a device for collecting organizational 
costs. ^ Results of this reviev? increased the nxircber of program 
clL-iVients from approxima'cely 85 O to more than 1100 program 
elements 

Particular emphasis in redesign and revamping the Five- 
Year Defense Program was localised in Program VII, then titled 
Cmneral Support. Heretofore, there had been too la'rge a 
grouping of progr-cim functions in support of Independent pro- 
grams, definitions of program elements had not been consistent, 
operating expen.-ses 'were not, therefore, readily relatable to 
missions. If visible, these operating expenses w’ere unreliable 
due to differences in definitions and accounting methods.^ 

Dr, Anthony noted an example of these inconsistencies 
In a recent address before the Defense r^anagement Class at the 



iDepartment of Defe'nse Handbook 7045. 7H, FYD? Program 
Su'ructure-Codes and Defl'nitions , p . 3 . 

Hindus trial College of the Armed Forces, Resource 
K^-nagement S 7 /S terns : Project PRIMS , p . 19 . 

3 lbic! . , p . 22 . 

George W. Bergquist, " Bet-fcer VJays of Doing 
j.ness in the Department of Defense. 
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Postgraduate School: 

2'he Five-Year 0c2en..a Program as it appeared in 1966 
vculd lead you to thir.le that the Air Force ^oent about 4 
rimes what the liavy spent on that program /yne program 
clement j general prccurer..ent, and supply operationsT'. 
Actually the situation is not at all like unis. Most 
op the apparent differences arise from inconsistencies 
in the definitions usee by the Air Force and the Navy. 

For example j the Air Force included its supply depots 
in this program, v.’hereas the Navy included _its tidevjater 
supply depots under a different program. If vje applied 
Che Nav 3 r criteria to the A.ir Force, the Air Force's 
^’oported cost would come dovjn to $31^ million. There are 
a lot of those inconsistencies and they have certain 
obvious consequences. . . .- 

vJith uhe purification of the programming structure 
ar.v:. standardization of program element definitions within 
the Five-Year Defense Program, a common reference point, i.e., 
a standard program element, had been established for which 
resources could be provided and against which costs could be 
accumulaued. 

What v’jas urgently needed (and provides the subject of 
uhis thesis), vjas a uniform accounting system that vjould 
"bridge the gap" betw^een programming, which was conducted 
within the mission structure of the Five-Year Defense Progran/; 
budgeting, ^chich vjas conducted vjithin the Congressional 
appropriation structure; and accounting and management, vjhic) 
wc... conducted within the organizational structure of the 
services . 



iRobert N. Anthony, " PRIMS 69 ," Kinescope Tape Address 
to the Defense Management Class, Naval Postgraduate School, 
Menteroy, California, April 5^ 1968. 



21 



'Zvolutlon of c-ianga in .Jc2e:ic:e a.ccoun'clng 

The foregoing sections, cormencing vjith reports of the 
Pirso and Second Hoover CorR:'.iS3ions (l9*^-9 and 1955) fcllov;ed 
by the Budget and Accounting Procedures Act of 1950, as 
atiended in 195o, deraa-rAea improvements leading to more effec- 
tlVvC prograiTiming, budgeting, accounting, and financial report- 
g- vjithin the Federal Government agencies . 'The Comptroller 
General, in 1952, had expanded on this need concerning the 
accounting aspects in a general letter and series of memoran- 
dums culmlicating vjith the promulgation of the General Accounting 
Office Manual " Accounting Principles and Standards for Federal 
Agencies . " Subsection 11.2 ox* Title 2 states: "The preferred 

account structure for Federal agenejr activities is one in 
vdnich accounts relating to all sources of funds used to finance 
such activities are incorporated into a single integrated 
accounting system."! 

Subsection 8(c) of Title 2 states, "Nevj organizational 
arrangements, shifting emphasis on program activities, revised 
legislation, and technological changes require appropriate 
changes in accounting systems so that the information produced 
can continue to be useful in exercising financial control over 
resources and in promoting efficiency and economy in Government 
operations . 



GComptroller General of the United States, Accounting 
Principles and Standards for Federal Agencies , p. 2-24. 

^Ibid . , p. 2-l8. 



the Federal ajaiiclee, and in particular the Depart 



n’.cnu oi Defense^ failed to take iriore prompt action is beyond 
the purvisvj of this thesis yet a short treatment of this 
aspect is considered appropriate for background. Perhaps 
so:.:a of the delay could be attributed to Mr, Charles J. Hitch' 
vlovjs as Assistant Secretary of Defense (Comptroller) v;hen he 
stc-ted in 1965 : 

Costs are measured in terms of vjhat v:e call "total 
obligational avithority" — the amount required to finance 
the program element in a given year^ regardless of v;hen 
the funds are appropriated by the Congress ^ obligated j 
placed on contract or spent , Nov;^ admittedly, this is 
soraething of a compromise. Ideally, I suppose, the pro- 
~ ;ram should ba costed in term.s of accrued expenditures , 

■ '^ 'ich is closest to the concept of resources consu;.:ed . 
i'i ov-sver, the accounting difficulties appeared so over - 
whelming that vie did not attempt that approach. Moro - 
over, as long as the budg e t la in terms of obllgatloiial 
■ vathorj/cy, c n e program must ba, for ulie program lias to 
b o f'irin,ly anchor da~"to the budget. V/e do no€ even find 
:Lt hoces~sary to cost individuaTl program elements in 
ce-rms of cash expenditures . V!e have a much better idea 
of the full cost" of 100 MINUTEMA.N missiles, for example, 
than of the phasing of the actual expenditures year by 
year. And from the point of vievj of planning and 
decision-making v;e are far more interested in the full 
cost of program--in "cost to complete" than in the precise 
phasing of the costs. 1 (EiTip)hasis supplied.) 

, . . Indeed, it has been my observation that it is 
much easier to change policy than to change procedures. 
Perhaps the reason is that policy involves a relatively 
small group of people at the very top of the Defense 
oi'ganisation ifnile procedures involve literally tens of 
uheusands, if not hundreds of thousands, throughout the 
entire establishment and the way in X'jhich they have been 
doing things day after day, year after year. . . , 



Ik. Rovran Gaither Lectures, a series of four lectures 
by Cnarles J. Hitch, Assistant Secretary of Defense (Comptrol- 
ler), on "Decision-Making in the Department of Defense," 
University of California, Berkeley, April 5-9> 1965. 

2lbid. 
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rcipeat— 2 ;, tliat raajor innovations er..oodied 
ir .-nojuc'GS like must receive the active support of all 

;.iana~ers from the tc^. s^o^rn. It could be inferred that -Mr. 
/ki.cil G.-as not enthusiastic on Project PRIMS concepts . Hov.'- 
everj prcpensiuy for changs vjas a by-vjord during the tenure of 
Secretary of Defense McMcsnara. In a I 961 television intervievj, 
after being in office less than one months Secretary hcNamara 
defined his managerial philosophy as follows: 

1 think that the role of public manager is very 
similar to the role of a private manager; in each case 
ho has the opuion of follovjing one of two major alternative 
courses of axtioiio He can eithei- act as a judge or a 
l..ader« In the forii'Lur case, he sits and waits until sub- 
ordinc-tes bring to him problems for solution^, or alterna- 
•civos for choice. In the latter case^ he immerses himself 
in the operations of 'che biisiness or the governmerrcai 
activity^ examirxes the problem;, the objectives , the 
alternative courses of action^ chooses among them^ and 
leads the organisation to their accoraplishments . In the 
one case, it’s a passive 2 ’ole; in the other case, an 
active role. ... I have alvjays believed in and endeav- 
ored to follow the active leadership role as opposed to 
the passive judicial role.i 

Secretary McNamara’s enthusiasm and drive continued to 
pervade the Defense Department; hence in 19o5j after the 
departure of Charles J. Hitch, Robert N. Anthony v;as specific- 
ally asked by the Secretary of Defense to make major changes 
in the Defense acco'unting systems, et al .^ 



Acc:Gunting system for operations 

Utilising the Five-Year Defense Program, the President’ 



•^ Ibid . 

Slndustrial College of the Armed Forces, Defense 
R-:..>ource Management Systems : Project PRB'iE, p . 3 . 



uha Con^reGoiona]. appropriation structure o-o 

Dr. Anuhony £.nc. his staff proceedad to design an 
anr>-^ro.tad matrix of acco’ontSj or a "crossvjallc, " consisting 
of func’cions ai'iC oxpenoa elements that v:ould be comparable 
wO ohe prograimaing process of the Dapartment of Defense j the 
bUv^, voting process of the President ’s budget , vis-a-vis the 
appropriations process of the Congress j while providing a 
_^rogress reporting system which would be useful to m.anagers 
^*•0 UeVels 9 

An outline for the integrated system of accounts v;as 
firso designed and promulga.ted in December of 1966; thence 
revised and updated to its current form. Particularly cogent 
00 'chls chart of accounts are several terms : 

Operat.- ng budg et . — An approved operating plan which 
as the baTis of authorisation and financial control of 
expenses and selected working capital in the execution of 
a program or programs . 

Op erating .activit7 r. --A. major organisational subdivision 
or entity/ that is responsible for execution of an identifi- 
able solvent of a program. 

Program element . — The basic building block of the Five- 
Year Defense Program that is a description of the mission 
to be undertaken and a collection of the organisational 
entities identified to perform the mission assignment. 
Elements may consist of forces, ma.npower, materials, serv- 
ices and associated costs els applicable. 

!Funct.lonal categor -r„ - -Functional categories are 
j.esi :ned to collect expense information for one or more 
of the foiiow’ing reasons: (l) the cost of the function 

is reculred to meet restrictions made by the Congress or 
CO meet the nceu s~ outside parties; (2) information on 
the cost of a function is useful in deciding on the author- 
iza.tion to be provided to an operating activity; (3) the 
cost of the function provides a control tied to an under- 
lying cost accounting system needed for management of the 



2 !? 



c.nd tr.^ cod oi" the function is useful in 
..\ukin 3 cor..o_;?isons uni special analj'-ses of cost. 

Itc~cn. ' e oleiren t. — fnponse elements specify the type 
of nesouncc tains cc'n.^u. in the functional categony or 
progr.-nr. GlJ...ent. ‘This information is useful in planning 
'.■’epulrerients and in f analysis of perf orraance . This 
:.:.f or; i^aion is also needea for "object class" reports 
pi-escribed by the Bureau of the Budget and other outside 
agancics 



Vith these dafinitions in mind, the combined expense 
infOi-raation requirements of the Depa,rtment of Defense, the 
Congress, and the Bureau of the Budget v;ere grouped into thir- 
ucci: functional categories and eighteen expense elements as 



Functional categories 

1. Mission Operations 

2 . Supply Operations 

3. Ma.intenance of Material 
'^4. Property Disposal 

5 . Medical Operations 
*6. Overseas Dependent Education 

7 . Personnel Support 

8. Base Services 

■-'‘9. Cporation of Utilities 
•^^10. Maintenance and Repair of Real Property 
"11. Minor Construction 
12. Other Bnginoering Support 
13- Administration 



Elements of expense 

1. Military/- Per’sorusel (at standard rates) 

2. Military Trainees (at standard rates) 

3. Military Unassigaed (at standard rates) 

*4. Civilian Personnel 

*5- 'Travel of Personnel 
•■•6. Transportation of Things 
Utilities and Rents 
■■■■8 . Comm-unications 

9 . Pui’chased Equipment Maintenance (Department of 
Defense) 



Eu.S. Depcertmenu of Defense Instruction 7220.20, Expense 
i'ate. Rovouirements , dated April 11, 1988, p. 2» 
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./.cne Maintenance (Co.mruercial) 
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Services 
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Oils and Lubricants 
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18. 


Service Credits 


- 



The reader' should node tha.t those functional categories 
^nd e:-:senee elcr.ents annotated vjith an asterisk natch the 
President's budget and the financial reporting reouirements of 
the Congress in connection uith the appropriation process. 

Those unannoti-tod items represent additional Department of 
Do-fense reporting requirements in response to Project PRIIIE. 

In addition, the Department of Defense directed: 

Pbipense accounts ".rill be established in such a vray 
that expenses are collected for each expense element, within 
ea ch functional category, withi.g each program element applic- 
able to the operating activity.'^ (hmphasis supplied.) 

..^nd allowed that : 

DOD components nay add to the expense information 
prescribed to Licet its management needs, but this addi- 
tional information must reconcile without proj^ation or 
allocation to the foregoing expense accounts.-^ 

The Comptroller General most aptly described this system as : 

A greater range of expenses will be brought into rhe 
revised accounting S3rst8m, Each activity will budget and 
account for goods and services which had previously been 
received free, including personnel expenses.^ 

. . . through the use of detailed accounts according to 
organisation, tine Department of Defense is able to attain 



^ Ibid . , enclosure (l), pp. 1-3. 

2u.S. Department of Defense Insti'uction 7220.20, p. 2. 
3 Ibid . , p . 3 . 

'^!-Comptrolier General of the United States, Renort to 
th„ Con.gress , p . 20 . 
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V- ...•..•ooh bot'..ecii Lr/.^ oj":-'-.! aocovints and bha claccddica- 

b^-.cn;j of tl'ia PuT-oof oo.'.b ■ o bncigsb* This makes it possible 
for bhs r„pav-hr;ino to asc a nana 3 ement control sysbcm 
internally* v.iilch focu.-eu on missions and a uniforrri chart 
os’ accounts j and also res3.in its a.bility to comply v;ith 
nts rspi’o,"rarix:ins agresr.'onts i/ibh the Congress in terms 
of the conventional budget classifications.-^ 

In briefs the systera of accounts could be schematically 
o 

s-w-'.r;.ar-ized as : 

liCO Program elements 

. , . Uho is cons'orning the resources? 

F-4 Sque^drons ? 

Piarine Divisions? 

13 Functional categories 

. . . Uhy are the resources being consumed? 

Operation of utilities? 

18 Expense elements 

. . , hhat kind of resources are being consumed? 

r?ilitary personnel? 

Civilian personnel? 

Shortly afuer the promulgation of the functional and 
exp-n^e element matrix^ the Department of Defense released 
u.nobher length3r and detailed directive^ which described the 
mechanics of the accounting process. The more significant 
portions have been extracted as follovjs : 

A . u.ble-entry system of accounts \-Jill be established 
and mainuained for each DOD Component headquarters, inter- 
rcediate command, and operating activity responsible for 
the administration of operating budgets and related appropri- 
ations .... 



^Ibid . , p . 64 , 

2u.S, Marine Corps Order P7300.9B, A Financial Gulde- 
■jco. -: for Cormianders (\Jashington, D.C.: Government Printing 

Offn^o', lpb9J> P- 8. 



r . . ' 



' r.:^ cc. 1 _ . ; c;? jco'.xr--;:i.i2 vill be uae i 

. :■ >. -G ■'■‘-■'r- ^ ■ 'j G-,.',jobs and appi>oprlat:'.o.in ; 

G... t;- pe. g .:.U .blo^ enpcnacb er^d liabiidtdca 
, oe l ec Gp.aiaevl.’' G-nu aecovints dax'lnG the pordod dn 
dch they ave d:ioi.-'-jv.d-.., -..hetheh or- not papeient hae been 
.e; » . o .rer/lation dno a the accrual basis od aocountins 
Id be jo'^v-X'-ned by the px"3.or approval of the Ae:>ds-Gant 



■ e (C 



Wi.- • > ^ j. ^ 



.der);, , , « 



h-.ldta-r*y persornicd services v?ill be charped to evipense 
accounts in accordance nlth /standard rates/. 



Depreciation enpensc^-.. 'ohe cost of interest on the 
invee'cn.e?.-c of the dovcrme'nt in an operating activity, the 
•'ental ana related cog ns of facilities provided by others 
->n a ncnx'eix.br.r&abie basis, 'olie cost of leave accr>U£d but 
•OP e.:,l.;cn, and the coen of other resources not payable frora 
•diildGe.r-y Personnel or Op..rat:.ons and Maintenance appropri- 
’■.':.-.on;d/ '..’ill not be included in the accoiinting systera for 
c Gora'clcne , 



A service charge ana credit technique will be used to 
identify the responsibility center or cost center ultimately 
responsible, ^ „ 



The accounts, "L’ndelivored Orders" or "Chanpe in 
^hclelivcred Orders," t-Jill be used to hold in suspense the 
v£.lue of orders and contracts outstanding and the value of 
resources applied to changes therein until incurrence of 
uhe enpenses, . . . Subsidiary change in undelivered orders 
z'ecords -uill be raaintuined in the detail required to peirait 
derivation of' obligation data in terms of budget activities 
in the President’s bucigat.^ 



Dr. Anthonir, forecast and sumraarized these directives 
v.'ell In advance of their publication viien he said in an address 
before the Thirteenth 2\ational Av;ards Banquet of the Armed 
forces Management A ec:' anion ( 1966 ): 

The focus i.^ ... eoepenses, that is, on the resources 
eo.....umod by organizational units in carrying out their 
,-x-t of the prog.c-am. Resources include labor, mcfcerial, 
o-i-c services . The p'rogra.m.'iing system has for years 



lU.S. Departmon'o of Dofense licstruction 7220.22, 
c-.--:. ..r/G.-'hig Sy.Q-cen for Operations , dated May 16 , 1963, pp. 2-7. 



w'/or.Cc' 1 or, 
..o;:2,c.tion . 



^ i,. „ .fc_<Ow - GiiO L*o0 , — 

■ oCo'. r :ir.G; cy-o^L. c .• x,‘g. In the bud2etln3 .nu eccount- 
loot t;::. i.I the resouroeo actu'jl.1;- -uccd 

x'xioati^/n :,ro roporced as, costs cl that 
Ctr lonp-ranpa 30a! is to charge an 03:*3ani2a- 
-.v^xx uxiixx w_>x- IGO per'^cer.t of the measurable expentus that 

!>/ c.xp.x'.ses^ I ;..o:r. t.n organisation's person.'xOi costs, 

■ :V_.xCar-y,, '.;oll £.s civi-'rtvn; a. .aean the supplies used oy 
w'. .janisation, inerrudinp spare parts and other consurr.cxble 

.. .terial novc carrier in piMcurenent accounts; the services 

■ ..colvoQ by thv organisation, including both services 
pjrchaseb. from oucside 3o.pplicrs and maintenance, malr 
I-..-., i Cx,rviceo receiver shu;.. other units viithin DOD. osy the 

■ Irr I'leasuraolo, I mea.i to exclude allocated and prorat'.:;C 
ss.xGS, V.'e do not propose to charge each aircraft squadron 

vGh a share of Secretary x'-cbaxtara ' s salary; v;e do not even 
f -'^opose to charge the squadrons on a base with a share of 
X .e" administrative costs of the base. Nor do we have any 
G ion of calculating a dep:''OCiation charge foi* an Army 
•' ‘.nx. --loreover., propose that services bo charged ..o 
..cnefrt Ging units only vnicr. a practical Inexpensive 



costs of such services can be developed.-^ 



: urn, .ary 



The origin and evolution of Project PRIME commenced 
with the Rirst and Second hoover Commission reports eubraitted 
to the Congress i.n 19^9 and 1955 ^ respectively. Its foundation 
rs rooted vjithin the laws of the land, specifically the Budget 
^sd ---ccounting Procedures i^ct of 1950> 21s amended. Should the 
reader desire to recapitulate the essence of Project PRIME, he 
has only to note the preceding pages containing prior doc'om.enta- 
.xio.'. and legislative enactments. Assistant Secretary of Defense 
' Co -.ptroller ), Rc ..ert N. .Cnthony, the most recent ana active 
proponent of Project PRIME, summarized it more succinctly in 



--Robert N. Anthony, -t.u..;istant Secretary of Defense 
;o;.. stroller ), “ .^lanagemer. jsoe of Phzpense Information ,’' an 
-h.dr.-S3 before the I’nirteenth Naaionai Awards Banquet, Armed 
.■^rr>.s Management Association, October 13, i960. 
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actions arc und',,!* debit~a;-’.d“Craait control and honco audit- 
sioi-...- -for t-ct-bo are .til perfectly obvious characteristics. 

In f...- Project PRIkG :e a quite oz*dinary kind of 



:oense 



cf. c c c *u.jl i il I - 3 ^ ^ O— 



•GllOr^ 
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are no sophisticated techniques or 



vj accounting broak'through,.j that we claim for 



^Robert 11 . Antn-.^.--n/, n, 
( C :, • - p t I’c 1 le r ) , " S ome Px’o b 1 c: .s 
b.. .'xre the federal C-oveiVimont 



sistant Secretary of Defense 
in Comraunication, " an address 
Accountants Symposium, June 14, 
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necessary to reviev; briefly the 
functions of the Cor.ptrollor, the source of funds, and bud 3 et- 

■-0C03S< 

nlain these processes upon the application of Project PRIME. 
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3 and acccuntirB pr-ocosses prior to Project PRIMS; thence 



vy^.. it* i 



noted vjill oe, for practical purposes, the major effect 
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RnpcGions of the Coniotroll&r 



In addxtion to stating the requirements for the D.^part- 

a ''performance budget, " the Rational 
l9k-9 (?L 8l-2l6) also established 
s,nt Secretary of Defense (Comptroller, 
that of a comptroller for each military department. Title 
Act sets forth thk. duties of the Defense Comotroller 



of Defense 


to 


prepa: 


Security Act Arne 


ndiTic-nt o 


the position of 


the 


Assi 



:o the 



a.u: uhose of the 



.itary deoartments as follovjs : 



Section 401. . . . The Comptroller shall advise and 
■-...i^ic-t the Secretary of Defense in performing such budgeta-ry 
c.nd fiscal functions as may be required to carry out she 

Secretary of Defense by this Act, 



oo’;;ers conierrea uuon 



including, but not limited to, those specified in this 



■ ^ 0 vL, .w . „ .iot ' O -sj .■-'i.\tho:eity, airecticj , a.ia control 

wl oil-. Y _ ore- y oi’ . ."ci; tho Corriptrollcr shall-- 

ouporvloi. c:. ’ _ ^.Ircct the prepc-r-ation of oho budget 
eot.o.oaoco o::' tho ''.I.T:p...,vt'’.'.^nt of Dofense; and 

(2} oo'cablloh .r..d .lupcrvise the execution of-- 

'a^ princ....-_.,le j , policies, and procecarv,;: to be 

foi:..ouod in conn.icticn i;ith organizational and admin- 
istrative rpttei’o relating to-- 

■;i) tno preparation and execution of the 
buegote 

(ii) ficc-:.:., coat, operating, and capital 
property ac counting, 

(ill] pi’Og_-css and statistical reporting, 

(iv) internal audit, and 
(b) policies and procedures relating to the 
expenditure .and cellv^ction of funds administered oy the 
lh;oartmcnt of Defense; and 

( 3 } establish uniform: terminologies, classificati ons, 
S-iid orocedures in all such matters , (umphasis suppliecfT) 

Section 402 ^ 

^a; The Secretary of each military department, 
subj’ect to the ai.thorit 3 /-, direction, and control of the 
Secretary of Defcns<;, shall cause budgeting, accounting, 
progress and .otatistical reporting, internal audit and 
adrilnistrativo erganizational structure and stanagC'ment 
procedures ro_at'-uj the.^‘oto in the department of v;hich 
■;:e ...o the head,,, i.; ;..e or ganised and conduct ed In a 
■ u..nner co nois n 'P - h ths 0 '^erutj.on of t.u, off.'..ce of 

1.10 Com.i ct'- njller of tne Deoa^r-tm.ent of Defense . ( Smpha sis 

supplxea. j 

(b) There is noreby established in each of the 
three military departments a Comptroller of the Army, a 
Co.'aptrcller of the Davy, a Comptroller of the Air Force, 
as appropir* ate in the department concerned. There 
shall, in . ch ahlitary department, also be a Deputy 
Comptroller. Sub.jcct to the authority of tno respective 
departmental Secretaries, the comptrollers of the 
iOilltary departments shall be responsible for all budget 
ing, accounting, progress and statistical reporting, 
and liCternal .-edit in their respective departments and 
for the c.dminiatrativa organisational structure and 
managerial procc lures relating thereto, . . 

The Marine Corps, c-lthougli not a military department 
p.-r , paralleled this statutory organization by the establish- 
.u..nt of a similar position--the Fiscal Director of the j'^arine 



^Mational Security Act Amendments of 19^9} U.S. Code , 

X, _ -c. 5C01 (194s). 



Vol. 









ca>o o il. Q^"^G ci 



_o_^o;.:. ■ 



ciu'vic 



--“ lir-‘' ’'.^2■'^• — Dr’.rector of the Ih.i-eee Corps 
1 '^. ponsieLe so rhe Cc,. .ar.drrt of 'chc- I-h-rino Co:--j,3 for the 
f*r-.ul?.";.or of 'foc.-t eef'-.ev' ana for fiscal ana di .f;..reins 
.... •-in ' cratien nn :-:a.r:.ne Corps ^ to the end that f_ecai 
-ii .' . . .V .^..'0 — .vj. acovLv'i-,* ^ vO .!. --0.-04.' ^ 4-4.00 pr o c Gv— ar 4.; 4- o_ 

ve Corps be .^.-i •:e nfo: c nity •’•jlth lavj, grooa rn.in j eo 

.j.nct'ioo, • of. c -yu: '‘.c ': to f hV'^'Cc'" , n 'ocego.re3 ~ 'g 
• by f'i' he r • r.e '.- r' r~ . v.~a»p.hasis s'appiied.) 

^ “ f.- conic n^ » - - 

'\a ;• ..iS'.i.'it- . advises, and c.cto for the Goraaa.edant 

of one i-arine Coroo in all matters pertainins to fiscal 
polic'y and Ectr.:'.nJ.stration . 

(b) Has co.'.-.pletc responsibility for mai.ntaining 
records, reporting c;ncl adrr.ir.isteriiig all appropriated 
funds . . 4 ^ 

(1) -C:velc;::>s and supervises an integrated 
fin£iric5-al ‘-.ccov.nting system. 

(2) jt:. 1 ‘coponsible for accounting for all 
appropriate o funds , . . 

(3) develops and supervises all fincincial 
reporting and appropric.tc cost and plant account- 
ing systems to accximulate data for coiraxao.d 
analysis and action. -- 



Concurrent to the establishment of the position of 
Director, harine Corps, comptroller billets uare also 
established at all major posts and stations and xvithin major 
fleet Marino Force commands . The duties and functions of ’chese 
co-.ptrcllers are generally described in the ?4arine Corps Staff 
-'.o.n-ual as foilovjs ; 

'ine Comntroller . - -flan... , coordinates and supervises 
m...tr pe'rtc-inan.g to tho broad areas of financial management 
to dude appropr-lated o.nd nonappropi''iated fund activities. 

His purvnex: incTudes planning .for, and coordination ano super- 
v- _o.a of the follox.’ing: 



ib.S. Marine Corps Headquarters Order P5000.3-^^-j H ead - 
c. :.--'oers Manual (hashinguon, D.C.: Government Printir.g Office, 

Id'-'.-;, Criapter 5, p. '3. 



. C-. ; --'•uLC;.-.*cc. ar.d in:. 'cruo wi' for 

^ of t:;c r-jsourcs nts 

jv : -y:.,.?!:. variouc pro era:,.:; of too 

v: ... a v:.^ CO . ■• a • -V . of tlic s.nnual budget; rcco.rJTtending 
a* Ic c^Ploa of .. ■ -..oo : ■.•ailable fo'r approvoc. operating 
pi‘C - 'aocloo . a:: _.ay cf civilian personnel ; and 
o'cvioiono •cL-:-ro .■■ ■.■; •.a./.i rcqv.iroc; po^eparaoion of appro- 
;:;;*iv.,'ce bv.c.„;oG v..io=cc ci.ve5 aiod instructions j initiation 
of ac’oicn for financial ad juatioents r-s-quirsd by changes 
in c.o'ioant of ru::.i.3 uade available; and i:.vprovc..;o:'it of 
finca'-cial efi'icioncy. 

(b) .'.occo.'. :a::g. --fc.intenance of reepaired o’oeords, 

including recoov. . of oblip^ationc and expenditures 
a gains aiict.,'i.;.ai;o o.nd p:?o^^ect orders; maintenance of 
records for the pl-.nt propercy account and foe* financial 
to*anoo.ctiona of f'.l clo-sses of pr-oporty; for civilian 
r 0 - 3 A_, lcc.ye and ir'tirezncnt; oo^ena ration of accounting 
repo rt a; sue ^ --<^ 0 " o f cosa acco'Lriting oc^ruu-cns; 

oubf^'-^joion ■■;■; : ~ n^o- -.rev r«-n:urns ; supcrvlsic^i of aime - 
uc.eb'^on ; • o p-^y-an: an d orer-aration of civllj-on oo-v - 

rollo . ^f..iph£’eaor cuppliea.; 

(d) ?rc.g-''ooc and Statistics . --Develop g'uides and 
Ci’iteria for- uhe collection and coordination of statis- 
tical da'oa; ^supervise the preparation of special 
statio'cics . ~ 

A comparison of the aforelisted functions of comptroi- 



ler... v/itnin the hierarchy of the Department of Defense, from 
o.;.e organiaational unit to the Assistant Secretary of Defense 
^forr.ptroller uoc'.ld indicate near perfect synchronisation and 
continuity. Certainly, no changes are required in prescribed 
corr.ptrollcr functions to accoirmodate Project PRIME. It seems 
to bo a matter of a.T:phasi3--eraphasis on cost accounting. 



Source of funds 

funds for the planned operation of the Me.rine Corps for 
each fi.scal year are centairod in a Department of Defense Appro- 
priation -ict, as decreed by v— i Congress and approved by the 
.-resident of the United Stares. Within the most recent 



iu..3. Kar-.' ■ .e Corps, United States Marine Corps Staf f 
Muueal (Washingtor , D.G.: C-b'7erriment Printing Office, 19b b )b 

Cn:".rcr 2, o. 4. 






— s 


- .. *.• O 






ion -'-ct (fi 


3C..1 Y 


Go. 


r lp-69);, 


0 ^ 


V./GG fO 






o. C/.j-C'j..3 ii* pCyjTiiit vx 


oy 


and granted 


ci. 


r-coly V.O 




•s/ •/ OG y S.G 


fcllow-s : 
















rr\ « /- 
X W Vi^ JL 


FY 69 




for cent 










(in mi 


1 lions 


S .' U 

r' 


of Octal*""- 




i ’-t..ry^. .-r 




Cor'pz 


$1, 


600 




58 








..lo Corps 




40 




1 




n-.>i - -4* 

.0^ -.1. ^ 


* -G 17. <J CCZ' 






670 




24 


C_i 


- ■ . f- . w.i. Oixih C- 


■ J -, .. ,, 


TN * ‘ 'K "■ '•'> 't 

C ;; 


















$2, 


465 




17 


— G 








775 







v4 

■ :lcu,'2aod 



.vn near'.j‘JC 
to 



;vii....li.on 

C 



Approvo-1 ty Cor. yr-o.:. 3 oi‘ these appropriations aoeo viot 
ids available x’or use by the I-iarine Corps. Auainasara- 

obtained froni the Bureau of zhe 



av.thos’itv niuot 



DO 



B.;.v:yct ehrou^jls the Bepa:rti:i>^nt of Defense. Prior to Duly 1^ 
li)Sdj, ad:nir.istra,tive authority vjas obtained followins a 
request frcLi the Coiraianciant of the Marine Corps for apportion- 
r;..,nt of the o-ppropriation by fiscal quarters . V.hien uhis had 
uoen ^.pprovedj additional authority vjas requested frors the 

the havy for an allocation of the approved 

jtivity. Upon favorable endorsement 
of both requests^ no further authority external to the Karine 
o..:u.j;, v.'as x-equired prior to allotting funds for use by field 
c .sa.'Unds ,2 Sub:..equenu allotments to the field u’ere then based 



'.f or^ .i.Xcr 



- ypex^tionment by budget 



-Lieutc.-iant Colo.x-. 



A. Cottoiii, USKCj interview 



^U.S. Karine Cox-ps Order P72C0.SA, Financihxl Account- 
I-anual (Washington, D.C.: Government Printing Office, 

Ifso^, Chapter II, p. 3. 






in th^ budget euo...^ttea 



wo*. 
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w 



r.cncing on vui 



1968, thus process has enpanaea; 

•''0 obtain anporoion- 



S.l. 



*L ***. ^ 0^ ^ •* * c^«> C-. V/ '^w* 1^ • ^ 

appropriations r.usu al_e bo recast and redefined for the 

. - rsrsent of bofes.ss in c_ no'-; fornat, the "operating budget," 

n/. nv^-’.j p<„n'‘r*inoiogy as 'folicu'c : 

f-rs ct o. ::.r.-: .nse ' ■ . --Obligational authoritjr in ter.;.3 
of the fn've-'fca'r JsVsnso fr-ogra:';i (?bi)?), including military 
ersonru-l erepense^ at sta^icard rates, i.e., a co:,.bina,tion 
os' miliuary personnel sand operations and reaintenance appro- 

i. ^ C‘ ^ jC> « 

/Oj 

.• , 0/1 ct J, cl *a 



sn ■ ;: rtn in do'! i'/Q-^ed order s . --Change in obliga- 
ri'cy al-roaoj/” receaved, but v.'hich has not yet 



;0: 



i "t.:.l direc-- or ^ rat in p; budget , --Sum of items (a) 

^ **^' /* * a • 

V c. j aotal rel .' -bsn- e r ble or o pram. au.thorized . - -Standing 
■,.orh ort'.ere Vreia ooh-sr -’•■cermenu of llcfensc cdinpor.cnts and 
novern:.'.^,ntal or nengeves'-— licntal agencies external to DOD, 
e.g., eono types of anreraft mainaenanco and the excess 
OjTOperty disposal progras'. 

(cj '■-■.'•ccaj. o'oeraxlr.g budget . --Sum of items (c) and 

f ^ \ . , — 

\ Cl ^ ^ Ca D O / O • . 

Sirsilarlp-, tho budget subrsission for Fiscal Year 19S9, 
ssisting of a consolidation of field requirerrients and depart- 
r.tal hcaoouarters requirements, v:as expanded to include 
partment of Defense information requirements prepared in the 
■.os.'ing rcannes'*: 

(1) I'rc^nsl.vssing she planned input for each co ^t 
s-ccount x/ithin cacn cost center into civilian and siiiitary 
l^oos’ hours, material requirements, overhead application^^ , 



“Secretary of Defence Memorandum for the Secretaries 
o;. 'hne Military Denartnents * •'•b , Admrbaistrative Control of 



ting 3ed»~^ets , Jateh February 21, 19^5, p. 1. 



7 



:o^ : j vO oc per'i.o^-. . :.rj 

cr'^t ::/.' ro..>on3i:.ility center^:, ^y ccn- 

'j ,~ ..-. L' 



7 



a. DO' 



apo.o'a;.':; 



O L/C — L J- .. ^ ^ ^ 



:1c collar ectimatcc zo c<^^Si of 



. colla:D oati!V‘atoc for eac:i c:o>o ccater^ 

v/ .,N. V. ' .. Z- -• si-' — ’CX v> «w A ^ 



I'-C'Co.:::’ o..‘..i ..:.c slvity 's total opor-atlno tuc.\ot in 
to:n.-o oi _ anotlonil c..'t-,- yoa-ieo cvnd elements of enpense^ for 

^ ■ V'i b_< a s/ O i. i-«, ^ — ' — ' Lf ft “** 

.-I cor:ipa.rieon of el'.e tv:o processes; i.eft, preparation 
requests a..:d sabsequcnit allotment of approved 

. u iyj_v--aj, S-V..tn0j>'i 0^7* tn^ s~c-cOui.-tiii^ oom ^..oou ^-o 

,srt obligations of fsinds, expenditures, etc., reveals many 
ritioo ^.o-d several differences. One major difference is 



U. w./ 



w„.* ZSi^- 


seir-minology csiplor eo. 


and 


gre 


ater detail 


require 


d by the 


<. - C c cu.n 




O’ C-r ^ Oo ^ KJ ^ ^ C 4 


in 


Chapter II; 


another 


major 


—ft ftkft ift Vd .ft^ 


tfnee 


is tho increesed 


had get 


authority allotted 


to field 



cOi...aanG3, principally, military personnel fund authorizations. 

Under the previous budgetary process, field commands 
'vrei-e :ooquired to submit budget estimates applicable only to 
the Operations and riaintenance, the Marine Corps Stock Fund, 
ana to a minor extent, the Procurement, Marine Corps, appro - 
prnations . The amounts involved in those appropriations 
constituted app'roxir..atoly 2p per cent of the total Marine Corps 
tn.ft_,c. : reo.uest. The r-o-maining budgetary requirements were 
prep:.rod an Headcuarnc-rs , Marine Corps, under centralised man- 
c-gu. ientft As can bo deauced, the gr-eater burden for preparation 



iDeparoment of V-.e hav;/, Financial Manage, •.cnn of 
I - Ources (hiVSO ?-300o) ('. :,shington, D.C.: Gover.ament 



Pr anting Office, 1 



iSbO j 3 



Q \ 



Chapter III, p. p. 



u ’ o 



J .• 



;::C.ttor:> overall f«.r. rclal 

•--> ,L -v V-,. ■. w <,•. c* \A\L* v-^x^ 0-» ■ o 1 X 1 0 cx ec^ ac^r >s • 

* /v#' w ''ii'-^j. e -m. w_ • :-’ -u c. c iG.0 *iOv r V w ao oaorrix.^ 

-..^Ov- c:y:L::.^/:,i,z 2o'j i.r. Uiy^r-opriatior- ouch ac l-'-illtc-i-'y Porson- 

„ j Id'cv w* a^j_o '.<w • j. o^ a. s^<.ji*c.ij' *T.aaa oo cl^^rri a__aa— "* .^aa g 

;"''c~r'ic.‘:;iGr. and -.ccDan'cadiilty for* cbliyations aad aapendi- 
_ L- of i’undc r«„stoc; 'triad a_.pa.rtrr:cn'cal headcuartorG . 

^Aic-wa i, - o o\^ *j r^' ^ (^.^..^OGaiylv^a Ox 

n- : i.'oi- '..'.1 11 -car/ pcr^oaral cxparixea ^ as a por’ticn of the 
^-t.traic badyet^ coniblned vrith the purlins of ccnsu-estble 

the ?i'-oc‘areneat epproprie.tion for rolocatioo vrithin 
e Operatlcno ar,d ri-.l.iter.wncG appropriation, novr parcels, at 
.-..--a on paper, 7’5 f-i' cent of the total Marine Corpa appro- 

■ >1- C Ox A L»0 i w 



>pe'rc. tinn- bud ^et 

Mecail' frorr. pracedins sections that the Ma'rine Corps 
,t ati.lirrre a nc';j forr.^t for the request of funds to bo 
pportlo.aed by the Ea.reau of the Eudget and Bepartmea-t of 
.•fcnee, i.e,, the "operating budget," expressed in terms of 
0 Biv-x-Year Defense 7i-'oi:r-an and the Bepartraent of Be fens a 
;.,.i_noloyy . Recall, al^o, that the "operating budge-t" i-epre- 
..te a aerger of "operati.eg-type" fund requiretients , i.e., 

ao.ry RercOi-vnal and Operations and Maintenance Appropriations 
ntaine^.. '.ritnin the Pr^-sicent 's budget. 



■figure 



wv.V ^ 



of an e.pprovod "operating 



ugef' fund auvaorieae^ on lor a major Marine Corps ficla 
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T.c'cz '::^\z.'z Jc;:.^roon.iori.al ‘'ceilings, “ appropniation 

l.'_;..i'3^tacn:. , and otl'.cr- conscraints ar-e readily identifiable in 
t;-v- "re.‘arl;s'' portio.i. leccgnition of and strict ac-xerence to 
,e provisicne of the A.^ti-Do-ficiency Acr (31 USC 665), Sec- 



II 



0^-70 



u.p..,. 0^7 1; ,Gcvi5oa;^ ara paGticuiariy aroportar 



,nt . 



BofoGo furtaar dioouooion oT the ’’operating; bud^oa*’ 



V ^ X -•■- ■»« X. ^ ^ , , . — 

l-J ^ C.W w v/vf Vv 9 » i \ . ^JL • 



V-» * . . i i. , 



axi explanation of the nijnerical 
be presentee. This is the key to the correlation 
Cl. the hivc-feai" Defense Frograra matrix to the Appropriation 
Act. Tnc key codes of 'che “operating budger" are: (See 

figure 1 . ) 

i- rpropj/i itior- 2.7^ j.i Z6 . --Assip>iod by the Treasury 
Depar'cLcnt for identifying receipt and expenditure tra.ns- 
ucriens , The n’anber uos.ld translate as follows : 17 - 

'..'avy Department; 9 - cne -3oear appropriation for PT59; 

11C5 - Operations, liar ins Corps. 

Accountin'*' Office no. end Acfvity . — These n'u..bers 
o intu -liUl 'CO the uepar'cnenr of the Nav3r and identify 
* - •■ ipy both vjithi'.i 'che Karine Corps and the Xaval 



viTiND C-t/ 

V, r 

wv JuX-O V a 

S.h. (s'ub-hc 



(27) 



X-CXiOvG a V 



■ a- > » — J.-W UV.O ^ijU^JL Wk-i 

the third digit (2) identifies 

O P"' 



fhe ica^or pregram ■■.vi'thin *cn j DYDP, i.e.. Program la 
(fen. '" 0.1 Daricoce Forces}, the fourth digit (l) designates 
'che -'resident's budgc'c activity within the Operations -nd 
h 'lnter.ance appropriation. In this case, the (l) traps - 
_ -.tes to the Training and Operations budget activity.^ 

The n’C-uerical cedisig, of course, lends itself admir- 
a. .y to autenased data processing techniques. 



^U.S. Karine Corps Order P7OOO.5A, Pro,1ect PHI D Lriple - 
c a nt-n.tlon Guida'nco , dated ic.'pte‘mber I8, 1968, Chapter 2, p, 11. 



OPERATING BUDGET FUND AUTHORIZATION 
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u: . arsd to ..pps’ovnd Quartcr-ip" ’'operating budgets," indicate 
V . .ar.ccs cina • ,ponditv.:ro rates . Cne can easily see rnut 'w_th 
t -v. collation a^.d computatiojc capabilities of modern oaoa 
T„ ' ,^i..g ocuip.cs'r.r e:v.p^^ns...s can bo compared both to the 
^ -,..'idons ' s badge's sand uo 'sl.e ?iv>a-Ycar Defens . Prograis by 
- g.;.nisation,, by p'rogrars clomont, and by v.’orlc unit, ana a^^gra- 
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'f..^ combinations are numerous and "visibility" by all ocnelcns 
i- ahsost infinite compa'red to the allotment process, 'do this 
oc-i, every .sajpr unit "ar'shin the harlno Corps, is machine - 
codv.-d by progre-m element for- use in reporting against the 
"cp«^rating budget." Similar identification v;ithin o'cher 
worvico cr’ganlzaoions a.lso exists. Armed with thi- information 
and a stanuard system, for acco'unting, the Department of D^-fense 
ce,n, for example, ■'..■e costs and expenditure 'rates of liarlne 

scao.arons to sircilar scuadrons in the Navy and the Aar 
I'mrce. Sirmilarly, in uhe area of .manpower, uork perfor.miance 
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Pananclai accountai.p has as its primary object^-vo she 
n^-cvacicn of in forr.^at a on to anserestad 'oarties ousside the 



orc-Liilzc^taon.^' financial ^xcouiiting within the governmontai 

c.^sncles and the military services has its foundation in the 

vJv-'ne cit\.rcion of the United States, vihich states: 

Fo honey shall be dre-nn from the Trea-sury, but in 
neseqxience of nporopr-aat-ons made by Lav;, and. a regular 



tatsOi^-nt and Account of F.cceiots ana Lxoendaturcs 



.11 



j.'i 



L,: oc ...-rment ef the 1-vy, Office of the COx.-Titi’cllv,, 

.- -I . -n vgem^ rt c..:^ u; : ■ rcos (llaVSO P-3006) ('‘.'a^li^nL :c-v, 
tov^rrn.U(..nt Prin.:-..:g • Price, 1966), Chapter II, n. 3:’. 
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.iproxSo, (2) the General x-xcountiny Office, ( 3 ) tiie 3 urcau 
the EnfijicCj {4) woe ireaeury Depart.rient , and (5) the 
Pw.rtiaxnt of Defenoe, all of \.;-non issue instructions and 
xd&nce for she yoverna-xnt ayoncies, with regard to account- 
j reri2consibillties and requirenents , As X'jould be enpec'ced, 
w 'Gcchnicvies used to collect, record, and report ua.dor a 
:'.-.ncie.l aecountins eystcr;i are, uherefore, greauly influenced 
■ace needs and ixcuire.'.xnts of these outside ac;encies and the 

.^.lic."^ these needs have his'coricaily been oriented toward 
feiao,r'dinp the integrity of appropriations against Cwreless, 

l-infcrraed, and/or' naleficent adreiiiistrators in the executive 
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/ . . . when circurostances v.’arrantj suspension 
frerri duty, vjitiiout pay or removal from office . . . upon 
conviction, be fined not more than $5000 or imprisoned for 
not more than two years, or both. 

In order to facilitate and p ’;ide some degree of 
uniformity in the preparation of budget estimates, the review 
of chose estimates by Congress, ana the control and accoanting 
for funds approved, there has been established by Congress 
an c-ppropriation structu-re, lenich names major areao of require - 
'.•.„nt by an appropriation title. Appropriations arc further 
subdivided by the Congress into budget activities . Budget 
activities arm major subdivisions of the appropriation by 
functions . ?cr example, the Operations _:.d I-Caintenance Appro- 
pric-tion fos'- the ICarine Corps contains six functional budget 
activities, they are: (ij draining and Operations, (2) Depot 

ivoply System, (S) 'Trane ertation of Things, {k) Marine Corps 
l:e.:.erve Tx’alning, (5) Cataloging, and (6) Departmental Adinin- 
:...tro.tion. ?-urther, ^.ubdivi~.ion of budget activities is 
<. :e..iplishod by the as.^ j.gn.';ent of accounting projects './ithln 
uj. j.g..t activities. These acco'unting projects are cue-functions 
.. .«^.ein the budget activity contained in tne Congressional 
...aaget. For example, \jithin the budget activity for ‘draining 
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i. 't/l’-o t/OvCix C-'pproprrun-or. • -^ 

-o rurr-iCr orrx;u:..oi_': j control of expendit'uro.i *;_nd 
. a le-ipar i;.. o.--:.c:ollL.hoC. -£or each appropriation and 
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;■:.. .•J..ioures are incurred;, entries are :nade to the appropriate 
...;ur.er:t end aporonriacion looser. This orocodure reduces 



e....; ccnount available for future expenditure and^ of coux-se. 



asainct Gver-cblisation.*^ Cor.ioared to the account- 



yute:.. dlccucsed ii. Chc-ptcr If, there are chanses;, but these 



, primarily procedural in nature, such as double-enory book- 
suins and accrual accountins. Uiiat is significant to the 
vpurcller is the increased, inuiriber of accounts, both functional 
I expense elerr.ont, ichich r.iuet be niairstained for the fepart- 
'uc of lOefcnso, as vjell as subsidiary acco’unts to parrclt 
/ivation of data, in terms of the budget activities of the 
iroident's budgeu.i In a sense, this is maintaining tv:o sets 



.oks, one for the fepoir'Gm.ont of Defense and one for the 
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the Bureau cf the Bud^at div:..>es each annual uppropri- 
.. o„on into collar ceilings, by fiscal quarter, which .must not 
...0 .■.ceeasG durin.i the apportionitent peraod.^ A-s prav_ously 
.nc.ec^onsd, the Conn^andant of the Karine Corps initiates 
.•p^.orticrn:ent requests to the Bureau of the Budget, via the 
' • the Ivavy Gorr.otroller and tne Department oi nefense. 

C-. aotroval, the a'oportao:n.xnt set .. .ties are forx'.’arctea to 
th:. Tr^a:.ur-y Dopartnent for recording and are returned to tne 
.■r sat ior. via the sane channels. By separate action, the- 
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CHAPTER IV 



CRITICAL EVALUATION OP PROJECT PRIME 

This chapter will present a sampling of the current 
suatus of Project PRIME vjithin the services v;ith emphasis on 
the Marine Corps. Included in this evaluation will be excerpts 
from recent Congressional hearings-, U.S. Navy, and Marine Corps 
views, observations of the Department of Defense PRIME on-site 
survey teams, and those of selected authors. 

This transition, from the conceptual and statutory 
foundation of Project PRIME to actual application "in the real 
v;orld, " will permit the formation of some conclusions in Chapter 
V; hopefully, these conclusions will benefit both the planners 
of Project PRIME and the managers, those who must use it and 
make it work. 

Congressional views 

Despite the optimistic Department of Defense memoran- 
dums, directives, and speeches, expounding the merits of Project 
PRIME, the Congress does not share this view. Their vievjpoint 
was formally expressed by the House Committee on Appropriations 
in its recommendations in Department of Defense Appropriation 
Bill, 1968, as follows: 

The Committee has deleted funds budgeted in the 
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Operation and Maintenance accounts for the so-called 
Resources Management System of the Department of Defense. 

The principal element of this system is kno;%Ti as Project 
PRIME, a proposal to completely alter the character of 
Defense budgeting and accounting so as to bring it in 
consonance with the program system of the Department. 

The Committee is of the opinion that this proposal 
appears to be a case of too much too soon. Vtoile it is 
undoubtedly true that significant changes in the budget- 
ing and accoiAnting system of the Department of Defense 
should perhaps be accomplished, and this is to some extent 
true of all agencies of the Federal Government, v.’hat is 
\inderstood of the proposal under Project PRIME vjould 
indicate a massive change v^hich, to some extent, would 
temporarily diminish Congressional control and v/hich 
appears to be proposed for at least partial initiation 
without due regard for Congressional expression. 

The Committee directs that there be no such change 
in the budgeting and accounting system of the Department 
of Defense preparatory to the formulation of the fiscal 
year 19^9 budget presentation.! 

In general, the Senate Committee on Appropriations 
supported the House Committee. To insure that Congressional 
intent was maintained and enforced, the Senate proposed an 
amendment to the bill, which, in its final form, reads: 

Sec. 64o(b). During the current fiscal year none of 
the fiinds available to the Department of Defense may be 
used to install or utilize any new " cost-based" or ^'expense - 
based " system or systems for accounting, including account- 
ing results for the purposes prescribed by section 113(a) (4) 
of the Budget and Accounting Procedures Act of 1950 
(31 U.S.C. 66a(a)(4), until 45 days after the Comptroller 
General of the United States (after consultation vjith the 
Director of the Bureau of the Budget) has reported to the 
Congress that in his opinion such system or systems are 
designed to (l) meet x:he requirements of all applicable 
laws governing budgeting, accounting, and the administra- 
tion of public funds and the standards and procedures 
established pursuant thereto; (2) provide for uniform 



!u.S., Congress, House, Committee on Appropriations, 
Department of Defense Appropriation Bill, 1968 , H . Rept . 349 
To Accompany H.R. 107 3^j 90th Gong . , 1st sess . , p . 6 . 
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application to the extent practicable throughout the 
Department of Defense; and (3) prevent violations of the 
antideficiency statute (R.S. 3679; 31 U.S.C. 665 ). 

(Emphasis supplied.) 

At this point, the reader should note that the Depart- 
ment of Defense in its enthusiasm for PRIME, apparently over- 
looked both White House guidance set forth by President 
Johnson's memorandum, quoted in part in Chapter II, and the 
Budget and Accounting Procedures Act of 1950, as amended: 
both require that approval of the Comptroller General be 

2 

obtained in the design of executive agency accounting systems. 
The Congress, however, was observant of this requirement; the 
net effect of Congressional action delayed the planned imple- 
mentation of Project PRIME from July 1, 196?^ until at least 
forty-five days after receipt of the Comptroller General's 
approval . 

To obtain the Comptroller General's approval of an 
accounting system was no small task. Elmer B. Staats, the 
Comptroller General, stated in a recent magazine article that 
only about one-third of the civilian agencies have accounting 
systems which meet current Government Accoxinting Office stand- 
ards . Of the nineteen different accounting systems within the 
Defense Department, the Corps of Engineers (Civil Functions) 



lU.S., Congress, Senate, Committee on Government 
Operations, Planning-Programming-Budgeting Hearings before the 
Subcommittee on National Security and International Operations , 
United States Senate, with Charles L. Schultze, Director, 

Bureau of the Budget, 90th Cong., 1st sess., 1967 , pp. 62 - 63 . 

^Comptroller General, Accounting, Principles and 
Standards for Federal Agencies, p. 2-69'. 
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is the only activity which has an approved accounting system.^ 

On April 12 , 1968, approximately ten months subsequent 
to Congressional disapproval, the General Accounting Office 
approved a second accounting system within the Department of 
Defense; Project PRIME after some modification was favorably 
endorsed by the Comptroller General and passed to the Congress 
for reconsideration.^ 

Apparently, the Comptroller General's endorsement was 
still insufficient to satisfy the Congress. Both the Senate 
and the House of Representatives, in their final hearings on 
the Second Supplemental Appropriation Bill for 1968 , expressed 
further reservations. In fact, these legislative bodies, 
although now approving the PRIME concept, qualified their 
approval so extensively that they cast a negative tone over 
the entire project. Their views can be summarized as follows; 

(a) That the "automatic reducibility" clause for 
operation and maintenance appropriations, should military 
personnel appropriation expenditures exceed authorizations, 
be applied only at the major command level. 

(b) That the requirement for detailed bookkeeping in 

motor pools be rescinded as too expensive, in terms of 
money and manpower, and seems an unwise effort at this time 
when stringent economy should be encouraged, the 



lElmer B. Staats, "The GAO's Long Range Plans for 
Military Audits" in Armed Forces Comptroller (April 1967)^ P. 3 

^Comptroller General of the United States, Report to 
the Congress, p. 1. 

3u.S., Congress, House, Second Supplemental Appropri- 
ations Bill, 1968 , House of Representatives , H . Rept . 1531 
to' Accompany H.ft . 17734, 90 th Cong., 2d sess., i 960 , p. 15. 
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Department of Defense wishes to do further testing of the 
concept, there would be no ob jection_J71 

(c) Any funds utilized for the purpose, beyond those 
approved for already existing Department of Defense budget- 
ing and accounting activities, are a matter of special 
interest to the Congress and subject to prior approval of 
reprogramming procedures.^ 

(d) There is a lack of definite information on the cost 
of the new system. The budget for fiscal year 1968 included 
$ 52.7 million for the implementation of Project PRIME and 
these funds were disallov;ed by the Congress. The services 
requested $ 69.2 million during the formulation of the fiscal 
year 1969 budget, but the amount vjas disallowed by the 
Secretary of Defense. ^ 

(e) There is considerable doubt as to the readiness of 
the services to implement the system on July 1, 1968 .^ 

(f) That Project PRIME may proceed in accordance vJith 
all the restrictions of House Report 1531, provided a slow 
and deliberate approach is effected in collaboration with the 
General Accounting Office with perfecting actions taking 
precedence over expansion of the program. 5 



U.S. Navy and Marine Corps vlevjs 

During the spring of 1968, the Assistant Secretary of 
Navy for Financial Management, when queried regarding the 
capability of Navy and the Marine Corps to implement PRIME, 
responded: 

Because of the ma^ltude and complexity of the task, 
it may be several years before the system is operating at 
full effectiveness .... 



^ Ibld . ^ Ibld . 

3u.S., Congress, .Senate, Second Supplemental Appropria- 
tion Bill, 1968 , S, Rept. 1269 to Accompany H.R. I?73^-, 90th 
Cong., 2d sess., 1968 , p. l4. 

^ Ibid . 

5u . S . , Congr es s , Hous e , Second Supplemental Appropria - 
tion Bill, 1968 , Conference Rept. to Accompany H.k. 1773^, 90th 
Cong., 2d sess., 1968, p. 3. 
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As a result of the absence of fiscal year 1968 funds 
for PRIME, individual field activities have been limited 
in their ability to prepare for the system. . . 

The position of the Commandant of the Marine Corps 
expressed in a statement to the Senate Appropriations Committee, 
expanded on this theme and forecast the major problem areas. 

In this statement he said: 

. . . the PRIME system is not just a simple revision of 
current budgeting and accounting. It superimposes a ne^^J 
system over much of the present and encompasses rather 
complicated and expensive changes. . . . 

My chief concern is with the adequacy of our resources 
(money, people, and machine capability) to supply and make 
effective use of this significantly increased detail required 
by the PRIME system. 

The new concept defined in Project PRIME requires a 
higher caliber of personnel trained to accxmiulate, analyze, 
draw conclusions from the data derived in the system, and 
recommend management actions . Further, there are data 
processing resources required to handle the increased volume 
of data. . . .2 

The Commandant recommended: 

that full implementation of PRIME be deferred imtil 
FY 1970; 

that during FY I969 PRIME be tried only in those areas 
where adequate resources existed; and 

that FY 1969 be usbd for further evaluation, extension 
of service testing, acquisition of resources, and systems 
training. 3 



^Assistant Secretary of the Navy (Financial Management), 
Memorandum for Assistant Secretary of Defense (Comptroller), 
Project PRIME, dated April 23, 1968, p. 1. 

2u.S., Congress, Senate, Second Supplemental Appronria - 
tlon Bill, 1968, Hearing before the Committee on Appropriations 
on H.R. 17734, 90th Cong., 2d sess . , 1968, p. 220. 

3 Ibid ., 'p. 221. 
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Department of Defense PRIME Survey Team views 

This section siammarizes the progress of PRIME, vjithin 
the Marine Corps, as viewed by representatives of the Office v 
of Assistant Secretary of Defense (Comptroller). Reference 
will also be made to the other military services to indicate 
variances in interpretation and, to some extent, the degree 
of ‘acceptance by the individual services . 



Visits to Headquarters of the Army, Navy, Air Force, 
Marine Corps, et al .. During Period September 3-l6, 19^8 



Observations 

All services are proceeding with implementation in 
accordance v/ith formally developed programs, except for 
the Navy; all services have issued operating budgets in 
Five-Year Defense Program terms . The Army has super- 
imposed the conventional Operations and Maintenance 
budget activity structure; the Navy plans to issue one 
operating budget for each Operations and Maintenance 
budget activity. The Air Force and the Marine Corps do 
not issue their budgets with such constraints . The 
costing of military personnel appears to be operating 
vjithout significant problems , The Navy and the Marine 
Corps rely heavily on centralized costing techniques 
from the personnel reporting systems, while the Air 
Force and Army operate under a decentralized system. 

Viith regard to the Marine Corps, the Survey Team noted 
that the system does not provide for funding the 
organizational unit for services to be received from 
supporting service units. The Marine Corps expressed 
concern that if organizational units were funded, budget 
authority would be utilized for other purposes, while 
obligatlonal expenses continued to be incurred by the 
service supporting units , The Survey Team further 
noted that the Marine Corps method is not fully consist- 
ent with the Intent of ‘the PRIME system.^ 



IChairman, PRIME Survey Team, Memorandum for Mr. 
Bergquist, Deputy Assistant Secretary of Defense (Comptroller), 
PRIME Survey Team Visits, dated September 23, 1988, v;ith 
attachments . . 
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PRIICS Survey Team visits — December 1968 

During the month of December 19^8, the PRII'-IS Survey 
Team visited two Army, two Navy, one Air Force, and one I4arine 
Corps installation. The Marine Air Station at El Toro, 
California, was the first visit by the Department of Defense to 
a Marine Corps field activity. The primary purpose of the 
visit to the Army installations was to evaluate the service 
center concept. 



Observations 



The service unit test ^ motor pool/" at Fort MacArthur 
has been in operation for about 13 months . Organizational 
units receive expense authority to purchase the service 
and are charged monthly. The authority can only be used 
for this purpose; on the other hand, service is not aenled 
to any organizational unit that has exhausted its expense 
authority . It "is the general consensus of the Fort MacArthur 
personnel that the costs incurred to date are not offset by 
any management benefits from the standpoint of either the 
customer or the performer. (Emphasis supplied.) 

The service unit test cost and lack of benefits cannot 
be adequately evaluated until a true seller customer relation 
ship is established to* provide incentives for customers to 
critically evaluate their motor vehicle requirements . 
Recommend that consideration be given to providing a test 
relieved of customer constraints to allov; possible "trade- 
offs" within the customer's operating budget. 

We continue to observe that operating budgets are 
constrained in varying degrees by certain levels of command, 
e.g., limits placed on conventional budget activities or 
elements of expense. ' 

At the Marine Corps Air Station the survey team noted 



that : 



Operating targets (plans) provided to cost centers are 
for material only and are on an obligation basis, rather than 
on an expense basis, since obligations are recorded at the 
time material is requisitioned from the stock fund. Civilian 
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and military personnel costs are monitored by the Comptroller. 

This installation reports the cost of military personnel 
on board the first of the month at standard rates and for- 
wards the report to Commandant of the Marine Corps . The 
Commandant, in turn, renders a "bill" to the Marine Corps Air 
Station for military personnel for the month. The "billed" 
amount varies considerably, from the amount shovm on the 
report. The reason for variance could not be determined at 
SI Toro. . . . 

Implementation of the other aspects of the PRIME system 
is proceeding satisfactorily. Management officials are 
completely familiar with Project PRHIE.^ 



PRIME Survey Team visits during period October 28 - November 

15 , 1968 

During this period, the PRIME Survey Team visited activi- 
ties of all services, except the Iferine Corps, The team's over- 
all comments, although out-of -phase with the foregoing, are gen- 
eral and intended to indicate a trend rather than specifically 
pinpoint a service . The author feels that the Marine Corps 
vjould also fit within the pattern; accordingly, the following 
Survey Team notes are included and are considered an excellent 
summary of the status of PRIME at the field activity level; 

1. The variation of implementation within the services 
is sometimes as great as between services. The enthusiasm 

of commanders appears to be directly related to the implemen- 
tation progress. 

2. There is a hesitancy on the part of several activi- 
ties to shift the focus from obligation to expense even 
though they have received operating budgets primarily in 
expense terms . 

3. Operating budgets have been constrained in varying 
degrees by certain levels of commands, e.g., limits placed 
on conventional budget activities or elements of expense. 

4. The service unit tests of motor vehicle transporta- 
tion activities are being limited by restricting the users ' 
budgets or not including full cost, e.g., military personnel. 
It appears that additional study and testing will be required 



IChairman, PRIME Survey Team, Memorandum for Mr. 

Bergquist, Deputy Assistant Secretary of Defense (Comptroller), 
PRIME Survey Team Visits , dated January 7 # 1969 ^ with attachments. 
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for an evaluation of the concept.^ 

The potential for resource "trade-offs " 

The Assistant Secretary of Defense (Comptroller) has 
indicated that the PRIME accounting system would cause 
commanders /managers/comptrollers "to think in terms of ‘trade- 
offs, ‘ such as the best balance betvjeen military personnel, 
civilian personnel, and contract services for mission accom- 
plishment . 

Conceptually, this was a most logical and rational 
observation, as the PRIME reporting system and subsidiary 
accoimting records vjould permit these comparisons. Heretofore, 
except for industrial-type activities, the cost of military 
personnel as an operating expense to specific functions v;as 
not included. On the other hand, civilian service payrolls, 
contract services, and material expenditures x^Iere correlated 
to specific functions, primarily through labor distribution 
or job order systems. 

To accomplish uniform military personnel costing and 
provide for the many different pay combinations, in each rank, 
based on allovjances for years of service, member of dependents, 
hazardous duty status, etc., it was necessary for the Depart- 
ment of Defense to design a standard rate for military personnel 



iChairmah, PRIIffi Survey Team, Memorandum for Mr. 
Bergqulst, Deputy Assistant Secretary of Defense (Comptroller), 
PRIME Survey Team Visits, dated November 29, 1968, V7ith attach- 
ments . 

^Office of the Assistant Secretary of Defense (Comp- 
troller), PRIME 69 (First in series of monographs) (V/ashington, 
D.C.: Government Printing Office, I 968 ), p. 10. 
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of all services. This has been done.^ Civil Service pay scales 
already exist for this purpose, e.g.. Salary Table No, 49-^ 

The availability and cost of contract services can readily be 
determined by bid invitations. With these publications, plus 
response to bid invitations in the hands of the commander/ 
manager/comptroller, the basic ingredients for a "trade-off" 
consideration now exists . In retrospect, however, they have 
always existed except for standardized Department of Defense 
rates for military personnel costs. Even then, military rates 
could have been approximated, permitting rudimentary comparisons . 
If this is so, why hasn't there been more emphasis in this area? 

The answer is relatively simple--the commander/manager 
had nothing to gain. Military personnel were assigned from 
departmental headquarters and paid from a centrally-managed 
separate appropriation. Military personnel could, therefore, be 
considered a "free" commodity. Similarly, Civil Service 
personnel authorizations v;ere assigned and controlled from a 
departmental headquarters ; sufficient fxmds for payment \*;ere 
included in the Operations and Maintenance allotments. In the 
case of Civil Service personnel, however, some flexibility did 
exist. Civilian personnel funds could be expended for materials 
and other services, or vice versa, provided civilian employment 
ceilings were not exceeded or an Involuntary "reduction-in-force" 
action vjas not Instituted. In this regard. Involuntary 

lU.S. Department of Defense Instruction 7220.25, Standard 
Rates for Costing Military Personnel Services, dated August 11, 
I96S7 enclosures 7 

2u.S. Civil Service Commission, Salary Table No. 49 
(Washington, D.C.: Government Printing Office, 1968), pp. I-7. 
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reductions -in-force of Civil Service personnel were viewed as 
"poor management" and scrupulously avoided. 

Now, V7ith the operating budget concept.; that is, an 
aggregation of Military Personnel and Operations and Mainte- 
nance appropriations, together with standard military personnel 
costs and cost accounting system, the commander/manager/ 
comptroller has more flexibility to consider these "trade-offs . " 

A "trade-off" at Great lakes Naval Training Center 

A recent application of the "trade-off" concept occurred 
in the negotiation and av;ard of a contract by the commander of 
the Naval Training Center, Great Lakes, Illinois, to a private 
contractor for the operation of the training center's mess 
halls. This contract was awarded on the basis of lov;est cost, 
with military. Civil Service, and private contractors competing. 

The Civil Service Commission is presently contesting 
the legality of the contract on the basis that contract civilian 
mess personnel are managed analogously to Civil Service direct- 
hire personnel to include the provision of government equipment 
and facilities . 

A case in point ,can be recalled when a single govern- 
ment -ovaied computer at the National Aeronautics and Space 
Agency was operated by contract personnel. Coincidentally, it 
was located alongside tvjo Identical computers, performing 
similar work and operated by Civil Service personnel. This 
arrangement was declared illegal and the contract personnel were 
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replaced by the more costly civil servants. ^ The Great Lakes 
Training Center matter has yet to be resolved. Based on a 
similar precedent, hovjever, the Civil Service Commission has 
an initial advantage . ■ 

The author notes that this occurrence demonstrates the 
existence of peripheral considerations which commanders/ 
managers/coraptrollers must also ponder and which may outv;eigh 
or’ compromise a "trade-off" based strictly on lower costs. 

Personnel overages at an Army VJest Coast Installation 

A less complicated case, resulting from charging 
military personnel costs to the user, recently occurred on the 
West Coast, where the installation commander reported an excess 
of eighty-six military helicopter mechanics assigned to his 
organization. Under PRIME accounting, the commander's operating 
budget was being charged for the cost of these excess personnel, 
thereby indicating an expenditure rate that would prematurely 
exhaust his funding authorization for military personnel. 
Although the personnel overage was due to external circxxm- 
stances, i.e., military personnel being assigned and reassigned 
by departmental headquarters, this occurrence was nevertheless 
the subject of a PRIT-IE report. -Before PRIME, the commander 
would have regarded the excess manpower as a bonus ; now, hov;- 
ever, excesses, both in number and by grade, will be reported. 

iKeene Peterson, personal interview \^ith Operations 
Analyst, Office of the Assistant Secretary of Defense (Manpovjer 
and Reserve Affairs), November 1968. 
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In the long run, a more precise monitoring of individual train- 
ing and personnel assignment, by departmental headquarters, will 
be required to improve manpower utilization.^ 



Divergent views relating to PRIME 

"Budget execution should preserve the intent of the 
legislature, but at the same time, maintain flexibility at all 
levels of administration."^ This statement made by Jesse 
Burkhead is paradoxical, to some extent, and can best be 
illustrated by the comments of a noted author and theorizer, 
on one hand, as opposed to a noted military financial manager 
and practitioner on the other. 

As early as 1956, David Novick, a prominent writer, 
submitted that a management accounting system should allo;v 
more flexibility at lower echelons of command when he stated; 

Initiative and imagination are fertilized by transla- 
tion into real results and neither the military departments 
nor the Congress are likely to discover the "best way" to 
perform a task unless the people on the job are permitted to 
exercise their ingenuity. It is easy to "second guess" 
people doing a job, but it is more difficult to be an 
expert in doing it without current and real experience . 

If budgetary control is applied to insure that there 
are no overdrafts in aggregate, if performance objectives 
are clearly defined, and if the reporting system produces 
current reports in a detail which corresponds to adminis- 
trative responsibility, I can see no reason why one should 
assume that a grant of authority will be abused or willfully 
used to produce anything other than best possible perform- 
ance. To be sure there will be mistakes but they will be 



^Thomas S. Johnson, personal interview with Special 
Assistant to the Assistant Secretary of Defense (Comptroller), 
November 1968. 

2jesse Burkhead, Government Budgeting, p. 3^2. 
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on a local and small scale instead of an overall and large 
scale basis as happens ^.'Jhen detailed orders are laid on 
at the top and transmitted through a long chain. 1 

Conversely-j Brigadier General George E. Brown, United 
States Air Force, stated an opposite view: 

Coupled vjith this lack of user demand for accrued 
expense data is the unrelenting pressure to reduce man- 
power investment in "soft" or supporting functions --such 
as Accounting. The effect is to reduce financial informa- 
tion systems to those needed to keep us out of Jail. This 
helps explain an apparent fascination v;ith appropriation 
accounting systems. The uses of data from these systems 
are highly visible to the vjing commander and to all above 
him in the command chain. Not only do the data from these 
systems tell us how to avoid very specific statutory crimes 
(like over-obligation of funds), they also speak to us in 
the language we must use to Justify future resources 
requirements .... The advertised wages of these sins 
guarantee top priority to appropriation accounting systems . 
If you can afford only one kind, this is the kind you 
will buy. 2 

It is the author's view that both positions are equally 
valid; the position adopted depends upon the current vocation 
of the individual. 



A closing word of caution on PRIME 

The reader should recall from Chapter II, that the 
PRIJffl accounting system permits the machine or computer 
aggregation of expense data from the lowest to the highest 
level. Conversely, through the use of similar programming 
techniques, it would permit the selected computation of data 



iDavid Novick, A Nevj Approach to the Military Budget. 
RAND Corporation Report Riyi-1759 (^^^nta Monica, California; 

The Rand Corporation, 1956), p. 23. 

2Ceorge E. Brown, Brigadier General, USAF, "Financial 
information for Resources Management, " Armed Forces Comptroller. 
January 1966, p. I 8 . 
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by program element, or in other vjords, a comparison at the 
Department of Defense level of actual organizational unit 
expenses to budgeted expenses; for example, F-4 squadrons in 
uhe Navy, Marine Corps and Air Force. 

VJhile PRIME has been advertised as a nev; system to 
help managers do their jobs, the system now begs the question: 
VJhat is the Department of Defense's top management going to 
ask the services? Certainly, budget performance information 
or any other financial data v;ould be available monthly, down 
through the organizational level (program element). If Defense 
top management interrogates the services for this data, then 
they are transposing themselves to the operational level. As 
Defense top management is too far removed from the scene of 
operations, all these top managers can do is to ask why certain 
things are happening. In other words, harass operational 
personnel.^ 

John Dearden sums up the situation by stating: 

One of the most common mistakes in management informa- 
tion systems has been that of providing one level of manage- 
ment vjith information designed for use by another level. 



♦ . . top management vjill be deluged with information that 
it can only use to check up on operating management. And 
if top management uses this information to try to control 
operations, it v;lll be performing the function of the 
operational manager. 2 



^John Dearden, "Can Management Information be Automated" 
in Management Control Systems: Cases and Readings, ed. by 

Robert N. Anthony, John Dearden and Richard P. Vancil (Homewood, 
Illinois, Richard D. Irwin, Inc., 1965 ), p. 532, 



^ Ibld . , p . 533 . 



CHAPTER V 



SUMMARY AND CONCLUSIONS 

The concept of Project PRIME has its most recent origin 
and foundation v;ithin the 19^9 and 1955 Hoover Commission reports 
to the Congress, the essence of v/hich has been transposed into 
public lavj. PRIME is an expense accounting system for the 
operating activities of the Department of Defense, exclusive of 
fleet and tactical xinits. The mainstay of the system rests in 
the establishment of a standardized chart of cost acco’onts and 
elements of expense v/hich can be identified v/ith organizational 
\inits and their commanders, and permit the aggregation of 
measurable costs at all levels of management for programming, 
budgeting, and accoimting purposes. These actual expenses can 
be further compared to budgeted expenses as a measure of 
organizational progress against plan. 

Further, the expense accoxmting system satisfied the 
financial information requirements of agencies, or activities, 
external to the Marine Corps, and the Department of Defense, and 
employs standard and universally accepted accounting techniques, 
such as posting oh an accrual basis and double-entry bookkeeping. 
The combination of these features was no doubt instrumental in 
earning the PRIME accounting system the stamp of approval of the 
Comptroller General of the United States, 
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The irapact of Project PRIME on the Marine Corps 
Comptroller is significant in that it vjill necessitate (l) a 
more detailed and voluminous collection and reporting of expense i 
information than was formerly required, and (2) a more thorough 
Imowledge of accounting, budgetary techniques, and expertise in 
financial analysis at all organizational levels. In other vjords, 
it vrill require an expansion of the fimctions already contained 
xcithin the Comptroller charter — with emphasis on cost accounting. 
The rigidity of Congress toward the retention of its traditional 
appropriation structure and accounting system, however, will 
require that the Marine Corps Comptroller also remain proficient 
in that system and, for the present, these expanded accounting 
functions must be accomplished within existing manpower and 
financial resources . 

Basically, financial control systems within the Marine 
Corps have remained unchanged; the overall Congressional con- 
straints, i.e., "ceilings," "floors," and the apportionment 
process, as vjell as penalties for violation (Anti-Deficiency 
Act), continue as before. Althou^ the Department of Defense 
has imposed tvio nevj constraints in the form of "Total Direct 
Expenses," and the "Sum of Total Direct Expenses and the Change 
in Undelivered Orders," (page 48), these are restraints vjithin 
overall Congressional limitations. Only the terminology and 
method of aggregation have changed. These new administrative 
controls, combined with increased scope of expense accoixnting, 
tend to make mechanization and automation of the accoimring system 
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imperative for successful and timely operation. V/hile more 
flexibility in the management of financial resources is inherent 
vjithin the PHBIS system, there is continued and understandable 
hesitancy by comptrollers (financial managers) to completely 
discontinue the system of accounting xmder the traditional 
appropriation structure maintained by the Congress, In the 
vjords of Brigadier General Brovm, USAF, "the advertised vjages 
of these sins guarantee top priority to appropriation account- 
ing systems . "1 

Congressional and service reaction to PRIIiE has been 
mixed. The Congress, v;hile approving PRIME in principle, has 
been resistant to authorizing f\mds for its implementation and 
has 'stipulated that any existing funds diverted to the revision 
of the accounting system must receive the prior approval of 
Congress. It can be ass\xmed that this resistance on the part 
of Congress has resulted, primarily, from the inability of 
the Department of Defense to identify a firm total cost of the 
system and its benefits over the existing appropriation structure 
and accounting system used by the Congress. 

Similarly, the services share mutual reservations , 
Conceptually, all ^vould agree vjlth the theory of Project PRIME, 
i.e., improved management through a system of accounts that 
results in relating expenses to actual functions . All services 

^George E, Brown, Brigadier General, USAF, "Financial 
Information for Resources Management," Armed Forces Comptroller . 

p. 18. 
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vjouIg further agree and^ as the cost of Project PRIME points 
out — nothing is free — and PRIME is expensive.^ There is no 
assurance that the Increased visibility afforded by the system 
v.'ould result in significant savings or, in the long run, be 
worth the cost. These reservations, particularly in the area 
of motor transport services, have since been reaffirmed by 
PRIME Survey Team visits to selected field activities. 

In the same vein, the charging of military personnel 
costs at standard rates to the field commander (user) is contro- 
versial; the field commander does not control the number or 
assignment of military personnel. This fimction, as vjeil as 
financial responsibility, remains at Headquarters, Marine Corps. 
In a sense, the allocation of military personnel costs to the 
user is "windovj dressing, " and could conceivably motivate the 
commander to report overages v.’hich vjould generate an expenditure 
rate exceeding his budget authority. On the other hand, vjith 
military personnel expenses constituting nearly 60 per cent of 
the total USMC budget, emphasis on these expenses at all 
levels makes it inevitable that the commander and his comptroller 
will become more cost conscious . 

PRIME does not, as yet, offer Incentive to effect 
economies; there are no specific provisions for the commander 
to profit by his economies, e.g., retention of personnel savings, 

^Edvjin H. Simmons, Brigadier General, USMC, Briefing 
for the Commandant of the Marine Corps, at Headquarters, Jlarlne 
Corps, on October 31# 19^8. 
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or c. portion thereof, by the cor/mander to meet other needs. 

It vrould be difficult to conceive that the "state-of-mind, " 
su^^ested by the President, vjhereby "cost reduction and minimal 
coots," and, perhaps, some deprivation, would be vievjed as 
"profits" and in themselves a sufficient motivator. 

Dr. Anthony later recognized the problem when he 

s ucc> ced • 

The problem of motivation is the most difficult 
problem that we have oo solve, and I frankly don't think 
have found a good solution so far. People don't delib- 
erately vjaste money, but neither do they put much attention 
tovrards saving money unless they have strong incentive to 

CO So. « . • 

However, a desirable side effect should develop; the 
system will require that the services further refine their 
present methods of determining training and recruiting require- 
ments and in the assignment of military personnel to insure 
efficient manpovjer utilization. 

The "trade-off" option, now more clearly visible, 
particularly in the personnel area, is conceptually sound but 
somexdiat stymied by established policies and legal precedents. 
These peripheral considerations may cancel out monetary benefits 
based on cost analysis , In the case of the Naval Training 
tenter food services contract, the decision x^ill be based 
probably on legal precedent, economic considerations notwith- 
standing. 



iRobert N. Anthony, " The Challenge of Service Account- 
.nf', " an address before the American Accounting Association, on 
August 30, 1967. 



74 



Project PRIMS is designed to provide an approved plan 
against which performance can be measured, variances analyzed, 
and adjustments made, as necessary, to permit more effective 
management of '"available" resources. Ho^rever, "available" 
resources are determined by the Congress, and may, therefore, 
be sigiiificantly changed to include reductions from original 
and valid proposals. As Verne B. Lewis, a noted v;riter on 
budget theory espoused regarding performance budgeting and 
applicable to PRIMS: 

These data V 7 ili shov? how many units are being done, 
but not how many should be done. . . . They may or may 
not give an indication of the quality of the work, but 
they leave imanswered the question of proper quality 
standards. . . , the end product of many agencies is 
not measurable by any means devised. 4 

vrnat is more likely to occur is that the reporting 
system vjith its improved "visibility" to all echelons of review, 
including the Department of Defense, V7ill reveal variances in 
operating costs "between similar fimctions, perhaps in different 
services. Those comriianders/managers reporting above-normal 
costs in comparison to their counterparts V7ill be required to 
explain, explore alternatives, reduce costs to more normal levels 
or possibly eliminate the function altogether. 

As is characteristic of " these times, there are alvjays 
more requirements for resources (men and money), then there are 
resources available. Economies or savings in one area, if 
voluntarily offered, and their retention thoroughly justified 



“Verne B. Lewis, "Tcwa.rd a Theory of Budgeting" in 
g, Prograrmnlng and Budgeting: A Systems Approach to 



lg,r, igemerit, p, 
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foi' eriiployment in other areas j, would probably be withdrawn by 
hich^sr headquarters and reallocated to meet what they consider 
hir^ner priority needs , 

Apparently, little has changed since Jesse Burkhead 
stated thirteen years ago that "budget execution should maintain 
flexibility at all levels of administration. The ideal system 
of budget execution can be defined simply but it is difficult 
of attairmient , 



Ije 



^^■'•■e Burldaeadj 



Government Budgeting, p. 3^2. 
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